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(1)

MID–SESSION REVIEW AND UPDATE OF THE
BUDGET AND ECONOMIC OUTLOOK

WEDNESDAY, SEPTEMBER 5, 2001

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,

Washington, DC.
The committee met, pursuant to call, at 10 a.m. in room 210,

Cannon House Office Building, Hon. Jim Nussle (chairman of the
committee) presiding.

Members present: Representatives Nussle, Sununu, Bass, Gut-
knecht, Hilleary, Thornberry, Hastings, Granger, Schrock,
Culberson, Brown, Putnam, Spratt, McDermott, Bentsen, Clayton,
Clement, Moran, McCarthy, Capuano, Honda, and Matheson.

Chairman NUSSLE. Budget Committee will come to order.
I appreciate all of the members coming back slightly early from

the August recess to participate in this hearing today.
This is a full committee hearing on the Mid-Session Review and

Update on the Budget and Economic Outlook.
We have two witnesses before our committee today, the Honor-

able Mitch Daniels, the Director of the Office of Management and
Budget, and Daniel L. Crippen, the Director of the Congressional
Budget Office.

Before I begin, let me make a couple of opening comments, and
I would ask unanimous consent that all members be allowed to put
in an opening statement, written statement, for the record at this
point. Without objection so ordered.

Let me start by saying thank you. When we started this year,
Mr. Spratt and I decided that we wanted to make this committee
a full-time committee. There has been times in the past when the
Budget Committee wrote the budget and went through that whole
budget process and then the focus seemed to change, and we didn’t
always follow up with some of the important economic information
that occurs throughout the year—as people know—and to review
that and to have an ongoing process of the budget throughout the
entire fiscal year. We made a commitment to ourselves this year,
that we were going to change that, which is easy for members to
do, but not quite so easy for the staff.

While we were out in our districts working, some of us having
a needed break from Congress, I took my kids to—in fact my
daughter Sarah is with me today, and she is helping me out as an
assistant. I took my kids to Springfield, Illinois, to learn a little bit
about Abraham Lincoln, that is where I used my $300 check. You
got yours, Henry. Spend it. Buy American, will you, please? Stimu-
late that economy.
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But while we were out doing those kind of things, the Budget
Committee staff, Republican side and Democratic side, were very
busy working, and I want to thank them for all of their hard work.

You see here in the committee room a number of changes. We
have a new audio-visual presentation system that we will be mak-
ing use of today just as a demonstration, but for members’ pur-
poses this will be available for use throughout the year.

The staff were busy analyzing the data that was coming in from
the Office of Management and Budget and the Congressional Budg-
et Office. They do a tremendous job while we are not here to pre-
pare us so that when we come back from a work period, such as
we were on, we can hit the ground running. I want to acknowledge
Rich Meade and Tom Kahn and all of the folks at the Budget Com-
mittee, on both sides, who do a tremendous job for us and thank
them on behalf of all of the members.

I would also like to thank the staffs of the Congressional Budget
Office and the Office of Management and Budget for their hard
work in helping with all of this information. We are going to have
a lot of discussion today, some taking issue with some of the infor-
mation that they are going to submit. That is fine. These are fore-
casts. That is in part what we are supposed to do. But that doesn’t
mean that we don’t acknowledge and thank their hard work that
they do in putting this hard information together.

I would also like to just mention that during this past week, the
staff director for the Democratic side lost his mom, and I just want-
ed to tell him on behalf of the entire committee, that the entire
Kahn family is in our thoughts and prayers—that is not easy to
have to go through.

Director Daniels went through that this year as well, and while
we are running through all of the politics, we have to remember
we are all human beings and we have families and it is not easy
to go through that.

You are in our thoughts and prayers, and we appreciate that you
would be back here working with us already today.

Now, what we are going to review today is similar to a weather
report. At least that is the way I like to look at it. We have got
some weather forecasters that try to do a good job in predicting the
future and letting us know exactly what the weather is going to
look like: Sunny, partly cloudy, stormy.

I related when I came back that my sister had gotten married
just a couple of weeks ago, and we hung on every word for the
weather report that was coming up for that Saturday because she
had an outdoor wedding. Well, it said it was going to be partly
cloudy, and it rained out the wedding, and so we had to go inside.
And then there was a power outage as a result of that. So it was
not only a storm, but it was a pretty big storm. Even though we
make forecasts, or we try to make those forecasts, those forecasts
are not always right.

These are projections that the Congressional Budget Office has
put forward, that the Office of Management and Budget has put
forward. What we know is—if we know anything—they are not
completely accurate, they are forecasts. They do the best job they
can in putting forth good information, and we try and base our de-
cisions on them, as we did in January and again in May. These are
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forecasts and you can’t bet the entire farm on them. But you do
have to make decisions based on them.

What we do know is that the budget is tight. That is exactly
where we want it to be, and that is exactly where we need it to
be because of the softening economy.

We have already heard, because of the tight budget, a lot of hand
wringing, and lot of whining. In fact, the ‘‘D’’ word has come back
into the lexicon of politics; the word ‘‘deficit.’’

The observation I would make is that the only deficit that I see
is the deficit between what people want to spend and what we are
going to spend under this budget. We need to stick to this budget.
We need to make sure that we enforce this budget, and if we do
we will be just fine.

Let’s review a few things that happened this year. In front of this
committee in January, the Congressional Budget Office came for-
ward and reported three very important concerns. Number one,
they said that the economy was softening. They built into their 10-
year numbers, in fact, the word ‘‘recession,’’ which has not yet oc-
curred according to most economists, but they built that into their
numbers.

Second, they said that Washington was running the largest sur-
plus in American history, and that was a concern. And third, that
Federal spending was growing at twice the rate of inflation. Up
until that point in time, $100 billion were added to the budget over
the last 4 years alone.

We had been warning President Clinton about taxes being too
high and about spending being too excessive, and in part that is
why we built the budget that we did this year.

Before this budget panel we had heard from Director Greenspan.
As an example, Chairman Greenspan warned us that the economy
would soften, and it has done so. He said large surpluses are as
dangerous as large deficits. So we had four budget goals that we
put into this budget.

Number one, provide tax relief now. In a softening economy, the
family budget is as important, if not more important, than the Fed-
eral budget. We agreed to take that into consideration. In fact, our
friends on the other side offered to help us with regard to that and
suggested that we do the rebate, and some suggested we do it even
faster in 2001 than we did.

But the fact of the matter is that we got $41 billion that is head-
ing out of town into the pockets of the American people in order
to deal with the economy and in order to get that surplus into the
pockets of families.

The second goal of the budget beyond providing tax relief was to
pay off the debt in the next 10 years, and in fact we built that into
this budget.

Third was to protect every penny of Social Security and Medi-
care.

Number four was to restrain spending. These were the four
budget goals.

I believe that is what we have accomplished based on the review
that we have seen thus far. Number one, we have the second larg-
est budget surplus in history. And if you view the chart that we
have on our new fancy dancy screens, you can see that from 1995,
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when we were running actual unified budget deficits through today
and beyond. We are running, not only as can you see there for 2001
the second largest surplus in history, but surpluses as far as the
eye can see.

Secondly, we provided tax relief to the tune of $41 billion, and
we got that out the door.

Third, we have provided already almost half a trillion dollars of
debt repayment; $479 billion of debt has already been paid off.
That is, if we went home today and did nothing more, already $479
billion of the publicly-held debt has been paid off, and that was the
unthinkable as a goal or an achievement just 10 years ago when
I came to Congress.

Next, not one penny of Social Security or Medicare is going to be
used for anything except Social Security and Medicare. In fact, the
focus now I believe should turn toward modernization. The worst
enemy of Medicare is Medicare itself. If we don’t modernize Medi-
care—we heard at a GAO report that was right before us just be-
fore we went on our district work period—it will completely and to-
tally engulf the budget. In fact, we need to modernize Medicare and
we need to consider some modernization for Social Security from
the Pay-As-You-Go system, that we have right now into something
that can in fact achieve retirement security for generations to
come.

So finally, the question is spending, and this is the observation
that I make on spending.

If you look at where we have wanted to be over the last 4 years
and where we have ended up, we have got a problem. The spending
caps suggested a reasonable growth of spending, one that has not
been achieved during those 5 years, those last 4 years. As a matter
of fact—as you can see there—this year alone, in 2001, we have
added about $100 billion of new spending over what was pro-
jected—over what was budgeted according to our budget agree-
ment.

Now, you can’t sustain that. In fact, you are not going to pay off
the debt, you can’t protect Social Security, you can’t protect any-
thing if in fact you continue to grow spending at that kind of a
rate.

When we passed the budget for this year, we decided that the
rate of growth needed to slow down to the rate of inflation instead
of twice the rate of inflation. So growth and spending will continue,
but it will grow at a much slower rate. All of this fits within a
budget that pays off the debt in the next 10 years, that provided
the kind of tax relief that we have provided that can help jump-
start the economy, and can make sure that we protect Social Secu-
rity and can modernize Medicare into the future.

So while there will continue to be hand wringing, in fact not only
hand wringing, it is even more ostentatious than that, Senate
Democrats wield power, feast on pork. Yesterday they had a hear-
ing over in the Senate saying that the budget was in trouble. The
next day the headlines confirmed that—but behind the scenes the
Senators were cutting up the pie and already adding to it. So don’t
wring your hands about the budget on the one hand and then add
to spending on the other.
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Spending is the problem here. We have seen it time and time
again. We saw it in 1981, when there was tax relief in a sagging
economy. Spending went up, and we ran deficits. We can go down
that road again. Spending can cause it, but we have to control it
if we want to stick within the budget that we have.

Today we are going to hear from the two experts in the budget.
Both have been before the committee before and we appreciate the
fact that they would come here and share their expertise.

With that, I would like to turn to my friend and colleague Mr.
Spratt who just became a grandfather. Again.

Mr. SPRATT. Again.
Chairman NUSSLE. We congratulate you on that, and welcome

back from the break.
Mr. SPRATT. We are glad to have Sarah here today helping us

out.
Mr. Chairman, we come back to a very different situation than

the one we left just a few weeks before. When we left we were talk-
ing about Medicare prescription drugs. We were talking about a
plus-up in the defense bill of $18.4 billion. We were talking about
a plus-up in education.

The Ag Committee has marked up a new farm bill that adds
about $74 billion to the farm program over the next 5 years. What
we have got now is a situation where none of this is easily possible.

Director Daniels, if CBO is correct in its prognosis forecasts and
analysis of the budget over the next 10 years and the economy,
then we are in a situation where the Medicare surplus—which we
believe is a legitimate surplus—and the trust fund surplus, will be
invaded for the next 4 fiscal years, including the current fiscal
year.

In addition, Social Security, which you acknowledge should be
held inviolate, will be invaded this year and again in 2003 and
again in the year 2004.

The key thing to understand is that the CBO baseline factors in
only inflation on top of existing spending; it is running in place
with respect to existing programs.

If we want to do the tax cuts that Mr. Daniels and President
Bush lay out in the appendices of this book, the unfinished agenda
with respect to tax reduction, which include repealing the sunsets
in the tax bill just passed, the cost and revenues will be $314 bil-
lion. That is using their appendix, their number.

If we want to do the Medicare projection drug proposal which the
administration is now advancing, they are proposing $190 billion
even though the chairman of the Senate Finance Committee, Sen-
ator Grassley, said when that was proposed it was inadequate.
$300 billion is the minimum necessary, particularly if there is
going to be catastrophic coverage. If we put it in at $190 billion,
and if we just put in the $18.4 billion in defense and make a few
final minor adjustments, you can see what happens to the bottom
line. It goes red. With respect to Medicare and Social Security, we
have got an invasion of Medicare and Social Security through 2005,
Medicare through 2008.

So, none of the things that we were talking about on the agenda
that we thought were doable in the budget we had in January are
doable now. There may be a radical reversal of our situation be-
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tween July and September, particularly if CBO is correct, because
CBO only assumes that inflation will be added and anything else
has to come on top of that.

So we find ourselves really, Mr. Daniels, I believe, with an inop-
erative budget. All of those items were anticipated as part of this
year’s budget and they now seem to be impossible. The Ag Commit-
tee was told that they would have $70 billion to $75 billion to add
to a new farm bill. That is not included in your budget. It is not
doable under the CBO projection or your projection.

The Education Committee was told that there would be more
money for education. Mr. Bush, when he delivered his State of the
Union message, said, ‘‘When you get my budget, you can look at
the accounts and you will see that the account that is increased by
the most is the account for education.’’ .

It too will be squeezed. In both the CBO budget and your budget,
there is barely anything there for a significant increment in edu-
cation. So we have got a very, very different situation from the sit-
uation we left just a few months ago. It reminds us of how fickle
these forecasts can be. I don’t think they are quite as unpredictable
as a weather forecast, Mr. Chairman, but I do think it counsels
what we have been trying to counsel since January; that is, caution
and relying—overrelying on these particular forecasts, having a
substantial margin of error built into any budget.

We appreciate your coming. We appreciate Dr. Crippen coming.
We look forward to the answers to our questions and we believe
that we have a serious problem on our hands. Over the break, on
three different occasions, the Democratic leadership has written
the President, and we received back, Mr. Daniels, an answer back
today, responding to concerns that we raised in our letter.

You indicated that you wanted to avoid partisanship, and we do
too. This is too serious a matter to get into partisanship. We have
strongly held beliefs on both sides, but we need to tackle this prob-
lem with real earnest and resolution.

We need to sit down and deal with it. We have got to get past
denial and recognize that we have got a problem. This is not simply
business as usual; we have got a problem. If the economy gets any
worse, then we have got an even bigger problem. We don’t want it
to get worse. We don’t want to do anything that is counter-cyclical
or counter to the best interests of the economy in anything that we
do, and therefore what we do has to be deliberately chosen and we
are ready to engage in that respect.

Chairman NUSSLE. Thank you. Director Daniels, welcome back to
the Budget Committee. We will accept your testimony in the record
as it is written, and you may summarize as you see fit. Welcome.

STATEMENT OF THE HON. MITCHELL E. DANIELS, JR.,
DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET

Mr. DANIELS. Thank you, Mr. Chairman.
You want to swear me in, or do you take my word for it this

morning?
Chairman NUSSLE. I’ll take your word for it.
Mr. DANIELS. Mr. Chairman, I submitted for the record the sum-

mary of the mid-session review that we at OMB issued during the
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August recess, and let me make just a few very brief comments be-
fore welcoming the committee’s questions.

I think the format of your hearing is well chosen and important
today, because now the committee has the benefit of two reports,
independently arrived at about your fiscal condition and our fiscal
future, and I would just draw the committee’s attention to the re-
markable coincidence between them.

There probably has never been two reports, one from OMB and
one from the Congressional Budget Office, more similar than these
that my colleague Dan Crippen made much reference to in his re-
port and in his Senate testimony yesterday. I will just cite a few
examples that struck me as I read through both.

The 2002 surplus forecasts were equivalent within a third of 1
percent. The outstanding debt at the end of the fiscal year was
equivalent within one-fifth of 1 percent. The 10-year outlays, man-
datory and discretionary and then total, were all equal within less
than 1 percent; likewise for receipts.

The Social Security surplus—just to pick another stunning exam-
ple—over 10 years the forecasts are equal within one-tenth of 1
percent. And if you look behind the projections to the assumptions
on which they are based, they are in many cases, inflation, long-
term GDP and many other assumptions, not close but identical.

This doesn’t make these two forecasts right any more than two
of your local channels’ weather forecasts are necessarily right just
because they are the same. But I do think it gives the committee
some confidence that we start from numbers of integrity and num-
bers that have all of the accuracy that is possible, even looking 1
year ahead, let alone 10.

From these two virtually identical sets of data I would single out
just one that I think is of special importance and relevance to the
conversation this morning.

Maybe the single most important number in any such projection
is receipts for next year as we move through the appropriations
process that we hope will honor and give expression to the budget
resolution that the members of this committee helped craft.

How much money will the Federal Government have to work
with next year? That number is identical within $1 billion out of
2.135 trillion, the equivalent of a dime in 210-plus in one’s pocket.

I would submit that the committee can have some confidence
that we have—from the reinforcing nature of those two records—
some good and I think cautious idea about the resources with
which the Congress can work next year.

What conclusions then comes from those two essentially identical
reports? They are obvious, and the earlier presentation made ref-
erence to some of them. Both confirm we are dealing with the sec-
ond biggest surplus in American history and that it is going to get
bigger in 2002 and in future years.

They confirm that the budget as proposed by the President and
the budget resolution that now sits before the Congress, if not ex-
ceeded, will allow the funding of our Nation’s priorities—defense,
education, debt reduction—all consistent with the full protection of
the Social Security surplus for debt reduction.

So to me, the meaning of the two reports is clear. We should pro-
ceed under the resolution, under the framework that the two budg-
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et committees constructed to an orderly set of appropriations bills
for this fall that will govern the Nation’s spending throughout
2002.

Both reports confirm that the budget of the United States and
the fiscal condition of the Federal Government is in excellent
shape. It is the economy right now that is not.

To the end of improving it, to the extent insofar as government
policy can affect a $10 trillion economy, I recommend to the com-
mittee the balanced policy the President proposed. I think the
budget resolution captures: A balanced policy that includes regular
debt reduction through record surpluses, near-term stimulus
through the bipartisanship tax reductions of 2001, support for sus-
tained growth through the future rate reductions to come. All of
this ensured by spending restraint, moderating the growth of
spending over the year as we are here to talk about it this morning
and the years ahead.

So thank you, Mr. Chairman and Congressman Spratt, for the
opportunity to be here, and I will submit the mid-session review
with those brief comments.

[The information referred to follows:]

PREPARED STATEMENT OF HON. MITCHELL E. DANIELS, JR., DIRECTOR, OFFICE OF
MANAGEMENT AND BUDGET

SUMMARY

Despite a nearly stagnant economy, the government’s finances are remarkably
sound. The budget’s enormous surpluses have allowed us to deliver significant tax
relief to working Americans, providing badly needed fiscal stimulus to counteract
the year-long slowdown in the economy. Even while weathering the slowdown and
taking action on tax relief, we continue to take in huge surplus revenues, and to
use the extra receipts to steadily reduce the nation’s outstanding debt.

The current estimate for the 2001 surplus is $158 billion, the second highest in
history. This is lower than the $281 billion surplus estimated in the April Budget.
The lower surplus is due largely to the year-long economic slowdown and the deci-
sion to incorporate immediate fiscal stimulus, in the Economic Growth and Tax Re-
lief Reconciliation Act. The 2002 surplus projection is $173 billion, compared to
April’s $231 billion estimate. Over the 10 years from 2002 to 2011, the surplus to-
tals $3,113 billion, down from the $3,433 billion estimated in April.

Both this year and next year, the overall budget surpluses are equal to the sur-
pluses generated by Social Security payroll taxes (and interest earnings). The Presi-
dent and Congress are both committed to preserving the Social Security surplus for
debt reduction. As a result, the additional surplus available for new spending or fur-
ther tax relief in the next few years is limited. In order to fully reserve the Social
Security surplus for debt reduction, any further initiatives beyond those included in
this review will also have to be accompanied by offsets in other areas.
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Tax Relief for Working Americans
From the Administration’s first day in office, President Bush worked to deliver

on his campaign promise of meaningful tax relief. This package, which was origi-
nally crafted to ensure long-term economic growth and to return excess surplus
funds to taxpayers, became even more urgent as the extent of the economic slow-
down became apparent. Congress moved with exceptional speed in response to the
President’s plan. On June 7, 2001 the President signed the Economic Growth and
Tax Relief Reconciliation Act of 2001.

This historic measure of tax relief reduces the bottom marginal tax rate from 15
percent to 10 percent, delivering savings to every income taxpayer, and reduces the
top rate to a maximum of 35 percent. It also doubles the child tax credit from $500
to $1,000, enhances incentives for investment in education, eliminates the marriage
penalty, phases out the death tax, and encourages retirement saving.

Of immediate importance, the tax measure includes a rebate provision that puts
$38 billion in savings from the new 10 percent bracket quickly and directly back
in the taxpayers’ hands. The rebate checks, which taxpayers are receiving in the
months of July, August, and September, could not have come at a better time to
invigorate today’s shaky economy. Economic growth has slowed steadily for over a
year to a point that it has nearly stopped. The rebate checks will help prevent fur-
ther deterioration by supporting consumer spending.
Reserving the Social Security Surplus for Debt Reduction

A strong bipartisan consensus has arisen in this country, and in the Congress,
to preserve very large surpluses as a threshold condition of public finance. Both par-
ties and both the Legislative and Executive Branches, in this Administration and
the previous one, have concurred in maintaining a surplus at least the size of the
Social Security surplus.

Some would set the minimum surplus level even higher, using as a target the ar-
tificial overage in the Medicare Part A trust fund. This is a relatively modest dif-
ference, amounting to a question of whether the minimum surplus should be more
like 8.0 percent or 9.5 percent of total receipts. It is also a difference that is com-
pletely irrelevant either to the level of future Medicare benefits or to the health of
the trust fund financing those benefits, which will be exactly the same size regard-
less of the level of the overall budget surplus. (For further discussion, see the Medi-
care section of this document).

There are several reasons that the Social Security surplus makes a good surplus
target. First, unlike Medicare, which costs much more than it takes in, Social Secu-
rity is in true surplus for the moment. Second, the Administration and a majority
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of Americans hope for reform that converts a portion of Social Security receipts from
mere IOUs to real assets, owned by the worker who paid those taxes. At that point,
the notion of a Social Security ‘‘lockbox’’ will take on real, literal meaning.

The final reason for choosing this surplus target is that it permits the Treasury
to achieve-with some room to spare-the maximum amount of debt retirement pos-
sible. Over the next 10 years, Social Security will take in excess funds of $2.5 tril-
lion, whereas maximum debt retireable without incurring unjustifiable premium ex-
penses is between $2.0 trillion and $2.2 trillion. This year, the Treasury will elimi-
nate well over $100 billion of existing debt, marking the fourth year in a row of such
reductions. Further, such reductions are scheduled for each succeeding year. This
is an important accomplishment for which both political parties, both branches of
government, and both the current and prior administrations deserve credit.

The update of the budget outlook in this Mid-Session Review foresees continued
large surpluses above the size of the Social Security surplus for all years in the
budget horizon. The President is determined to preserve surpluses at this level, and
to continue using these funds for the steady reduction of outstanding publicly held
debt.

Changes in the Economic and Budget Outlook Since April
Since the President submitted his budget in April, the extent of the economic

slowdown has become more evident. In retrospect, its length and depth are clear:
the stock market began to fall in March, 2000; manufacturing employment in Au-
gust, 2000; and GDP growth in the third quarter of 2000. Overall, the economy has
grown at only a 1.3 percent rate since the second quarter of last year, including an
estimated 0.7 percent annual growth rate in the most recently completed quarter.
As discussed in a subsequent section of this review, the Administration-and other
forecasters-believe that recent interest rate cuts by the Federal Reserve, coupled
with the fiscal stimulus from the Economic Growth and Tax Relief Reconciliation
Act, will spur the economy back to solid, sustainable growth by next year.

VerDate 11-MAY-2000 11:30 Feb 25, 2002 Jkt 000000 PO 00000 Frm 00014 Fmt 6633 Sfmt 6621 H:\DOCS\HEARINGS\DONE\107-17\HBU248.000 HBUDGET1 PsN: HBUDG



11

TABLE 1.—CHANGE IN BUDGET POLICY SURPLUSES
[In billions of dollars]

2001 2002 12002–2011

April budget estimate of total surplus ...................................................................... 281 231 3,433
Social Security surplus ...................................................................................... 159 175 2,583
Non-Social Security surplus ............................................................................... 122 56 850

Change since April:
Tax rebates and other enacted tax changes .................................................... ¥40 ¥40 25
Corporate tax timing shift ................................................................................. ¥28 28 28
Medicare Reform policy ..................................................................................... 3 11 ¥37
Tax proposals ..................................................................................................... ................ 3 43
Defense requirements ........................................................................................ ¥4 ¥11 ¥198
Farm assistance and other policy ..................................................................... ¥5 ¥1 1
Economic and technical adjustments ............................................................... ¥46 ¥44 ¥46
Related debt service .......................................................................................... ¥1 ¥6 ¥136

Total, change ................................................................................................. ¥123 ¥59 ¥320
Current policy surplus ................................................................................................ 158 173 3,113

Social Security surplus1 ..................................................................................... 157 171 2,538
Non-Social Security surplus1 ............................................................................. 1 575

1 The 2001 estimate is adjusted to assign $5.6 billion in prior year receipts to their correct year. See text box on page 9 and Appendix A
on page 49.

Economic weakness, coupled with the tax rebate action that is designed to coun-
teract that weakness, results in a lower surplus outlook this year and next year.
In the current year, economic revisions and technical factors reduce the surplus $46
billion from the April estimate, a difference of about 2 percent of receipts. Tax re-
bates and related provisions account for $40 billion, a legislated shift in timing of
corporation income tax receipts reduces the surplus another $28 billion, and supple-
mental spending for meeting national defense and other needs uses $5 billion. This
combination of factors and a technical adjustment described below still leaves a very
small on-budget surplus for 2001.

In 2002, economic and technical revisions are slightly smaller than in 2001. The
effect of the tax relief provisions stays level at about $40 billion, while the shift of
corporate receipts is recaptured. The net result is a small on-budget surplus.

One factor artificially reducing the 2001 on-budget surplus from the April esti-
mate is an upward revision to the Social Security trust fund due to reestimates of
payroll taxes paid in previous years. As explained in the accompanying box, this
practice has the effect of inflating the current Social Security surplus by adding
credits during 2001 for taxes actually paid and collected in 2000, 1999, and earlier
years. This reduces the apparent 2001 on-budget surplus by $6 billion. Correcting
this distortion by assigning the extra revenues to their appropriate year makes clear
that there is a small on-budget surplus in 2001. OMB will review with the Depart-
ment of the Treasury the possibility of prospective changes to record the adjust-
ments in the correct years.

Over the full 10-year budget horizon, the surplus outlook is relatively unchanged
from April. The unified surplus total for 2002 through 2011 is now estimated at
$3,113 billion, down from the $3,433 billion estimated in the April Budget. The larg-
est factor in the reduction is incorporating the outyear implications of the Adminis-
tration’s $18.4 billion defense amendment for 2002. This is the first installment, to-
taling $209 billion, of investment in restoring our national defense capabilities after
years of neglect. The tax bill, because it was scaled back during Congressional con-
sideration, increases the surplus slightly relative to the April Budget (which as-
sumed the President’s proposals), while the 10-year economic and technical adjust-
ments reduce the surplus by $46 billion.

This update to the President’s budget increases the resources set aside for Medi-
care modernization, and an integrated prescription drug benefit, to $190 billion over
the period 2004 to 2011. This new estimate is consistent with the Framework to
Strengthen Medicare that the President announced on July 12th and is $37 billion
more than was allocated in total to additional Medicare spending in the April Budg-
et submission over 10 years.

The President’s April Budget proposed a program to help low income seniors and
those with particularly high prescription drug costs get immediate assistance while
Congress considered comprehensive reform. However, with the President’s support,
a consensus is now building in Congress which focuses on comprehensive Medicare
modernization. The President’s Framework to Strengthen Medicare and his budget
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reflect this emerging agreement, setting aside substantial resources to meet this ob-
jective which could be implemented as soon as 2004. The Administration is commit-
ted to continuing to work with the Congress on enacting legislation to strengthen
Medicare consistent with the President’s framework.

Although the Administration is committed to enacting comprehensive Medicare
legislation soon, the President believes we must help seniors get the prescription
drugs they need at an affordable price now. That is why the Administration has
begun the voluntary Medicare Prescription Drug Discount Card program. This pro-
gram will allow seniors access to the same kinds of drug discounts that other Ameri-
cans with good private health insurance currently receive. The President believes
that seniors, who face the heaviest burden for prescription drug costs, should not
also have to pay the highest retail prices for drugs. The discount card is not a sub-
stitute for prescription drug coverage in a reformed Medicare system, but it will
bring important relief to seniors who need it beginning next year.

Of the current 10-year total surplus, $2,538 billion is from the Social Security
trust fund, down slightly from $2,583 billion in April. As noted above, the Adminis-
tration is devoting as much of this amount as possible to the reduction of publicly
held debt. After reserving the Social Security surplus, the remaining 10-year sur-
plus is $575 billion, down from $850 billion in April,

with most of this difference attributed to the $198 billion increase in spending on
national defense and the additional commitment to Medicare.

The Best Course Forward
The government’s finances are extremely sound. Only persistent, long-term eco-

nomic weakness can threaten this position. Hence, promoting a return to vigorous
growth must be our common objective. The best course forward is clear: first, we
must contain spending over the coming year.

Last year’s appropriations, agreed to 8 months ago by the last Congress and the
last President, contained the largest oneyear spending increase in history, about $50
billion over 2000. Obviously, a smaller surge in spending last year would have en-
sured a larger surplus today. The spending growth rates of 1999 through 2001 can-
not be repeated if we are to preserve the on-budget surpluses that we have all
worked so hard to create. Congress must limit this year’s appropriations to the level
of the 2002 Budget Resolution, including the defense amendment recently proposed
by the President.

Second, Congress and the President must work together to continue restraining
total spending in the next few years. Businesses, states, cities, and families do not
hesitate to limit their spending when revenues diminish. The fifty state govern-
ments recently reported that collectively they are lowering spending growth from 8
percent last year to a more sustainable 3-1/2 percent in 2002. Spending in the Fed-
eral domestic agencies exploded during the last 3 years, including growth of 45 per-
cent at the Department of Health and Human Services and 27 percent at Depart-
ment of Transportation. These departments can benefit from a period of digestion
without great growth beyond these expanded levels.

The Administration is prepared where necessary to extend the principle of re-
straint to its own high priority initiatives. The Administration continues to propose
several tax initiatives from the April Budget, with the effective dates delayed 2
years until January 1, 2004. In addition, the Administration proposes to fund other
initiatives that can not be delayed within the additional discretionary resources pro-
vided in the budget resolution, and will work with Congress to revise these propos-
als as necessary to ensure their enactment.
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There are a number of other items that may place demands on the budget. Con-
sistent with the requirements of the Budget Enforcement Act, action on these or
other items with additional costs to the budget must be accompanied by provisions
to offset the costs to ensure that no automatic reductions are triggered. Alter-
natively additional requirements could be funded within the discretionary levels
agreed to in the Congressional Budget Resolution including the defense amendment
recently proposed by the President. Living within these constraints will ensure that
the Social Security surplus is protected and can be fully reserved for debt reduction.
Examples of these further requirements include:

• Farm bill. The costs of the farm bill now moving through Congress, which re-
structures farm programs through the next several years, will have to be offset
where necessary to maintain on-budget surplus.

• Tax provisions. Several long-standing tax credits and other provisions expire at
the end of 2001. The Administration supports the extension of these provisions in
a fiscally responsible manner and looks forward to working with Congress to achieve
that goal. These expiring provisions include Archer Medical Savings Accounts, the
work opportunity tax credit, the welfare-to-work tax credit, provisions dealing with
the minimum tax for individuals, and the treatment of active financial services in-
come of foreign subsidiaries.

• Response to natural disasters. A high level of disaster related needs could re-
quire spending beyond the amounts assumed.

• Railroad Retirement Investment Trust. The House-passed Railroad Retirement
and Survivors’ Improvement Act (HR 1140) would authorize a new Federal trust
fund to purchase stocks and bonds. The purchases could amount to $15 billion.
Under long-standing budget scoring rules, these purchases would be scored as out-
lays, the same as purchases of stocks, bonds, and any other asset by all agencies
within the Federal Government. However, section 105 of the House-passed bill di-
rects OMB and CBO not to score outlays for these purchases.

Regardless of how the purchases are scored, Treasury would have to pay for them
in the same way-by using some of the budget surplus that otherwise would be used
to redeem debt held by the public. If all of the purchases were made in 2002, they
would exceed the non-Social Security surplus by $14 billion. Treasury would have
to use $14 billion of the surplus generated by Social Security to finance the remain-
der.

This Mid-Session Review presumes a policy of fiscal restraint, but restraint does
not mean paralysis. The President’s management initiatives and the on-going re-
view of programs at all levels will result in our ability to do more with the same
or similar resources. In government, as in any business or family, the burden of
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proof must be placed on spending proponents to demonstrate the ongoing value re-
ceived for whatever money is being spent today. Any healthy organization con-
stantly searches for ways to redeploy money from less efficient to more efficient pur-
poses, and it is past time for the Federal Government to adopt this outlook. We ex-
pect that improvements in managing resources that are already underway will pay
greater dividends than the exclusive focus on incremental new resources. Excellence
is defined by continuing to raise the bar of performance and achievement.

Table 2.—CURRENT SURPLUS TOTALS
[In billions of dollars]

2001 2002

Overall Surplus ................................................................................................................................ 158 173
Social Security1 ....................................................................................................................... 157 171
Postal Service ......................................................................................................................... ¥1 ¥3

On-Budget1 2 4

1Non-Social Security .......................................................................................................... 1 1
Examples of potential further requirements:

• Extend expiring tax provisions
• Farm Bill
• Funding for natural disasters
• Railroad Retirement Investment Trust

1 The 2001 estimate is adjusted to assign $5.6 billion in prior year receipts to their correct year. See text box on page 9 and Appendix A
on page 49.
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1 This correction has been made in this report for the sake of accuracy. Other official publica-
tions may use the historical method and therefore report slightly different figures. OMB will
review with the Department of the Treasury the possibility of prospective changes to record the
adjustments in the correct years.

ACCURATE ACCOUNTING FOR SOCIAL SECURITY

The President is committed to reserving the Social Security surplus for debt re-
duction and Social Security reform. It is evident that there is a widespread, biparti-
san consensus that this is the right goal for fiscal policy this year and in the years
ahead.

Current estimates indicate the total budget surplus will be $158 billion in 2001,
or about $1 billion more than the Social Security surplus.

2001 SURPLUS ESTIMATES

[In billions of dollars]

Total Budget Surplus ............................................................................................ 158
Social Security Surplus ......................................................................................... 157

Non-Social Security Surplus ................................................................................. 1
On-budget Surplus ................................................................................................. 2
Postal Service Loss (off-budget) ............................................................................ ¥1
Non-Social Security Surplus ................................................................................. 1

Given the heightened status, real and symbolic, of the Social Security surplus, it
is important to measure it accurately. Current budget practices potentially confuse
that measurement in two important ways.

First, the shorthand approach of using the off-budget surplus as a proxy for the
Social Security surplus combines Social Security transactions with those of the Post-
al Service, the only other ‘‘off-budget’’ program. The Postal Service is supposed to
break even at a minimum, and in most past years it did. But in 2001 it is estimated
to lose approximately $1 billion, so the true Social Security surplus is larger than
the off-budget figure by that amount.

Second, a large correction to prior year estimates of Social Security payroll tax
collections will be booked in 2001, crediting the trust fund balances with an addi-
tional $5.6 billion. This correction reflects the fact that the Social Security surplus
was larger than previously thought in 1998, 1999, and in 2000. (There is a lag of
a year or more before the necessary information is available to determine exactly
what portion of tax proceeds stemmed from Social Security payroll taxes). Counting
this revenue as though it had been paid in 2001 overstates the Social Security sur-
plus for this year.

Precise accuracy in determining the Social Security surplus in any year requires
comparing revenue to actual expenditures.1 In 2001, the excess of Social Security
revenues over expenditures is $157 billion.

SUMMARY TABLES

Table 8.—ESTIMATED SPENDING FROM 2002 BALANCES OF BUDGET AUTHORITY: DISCRETIONARY
PROGRAMS1

[In billions of dollars]

Total

Total balances, end of 2002 ........................................................................................................................................ 767.1
Spending from 2002 balances:

2003 .................................................................................................................................................................... 288.7
2004 .................................................................................................................................................................... 161.8
2005 .................................................................................................................................................................... 100.6
2006 .................................................................................................................................................................... 68.9

Expiring balances, 2003 through 2006 ....................................................................................................................... ................
Unexpended balances at the end of 2006 .................................................................................................................. 147.1

1 This table is required by section 221(b) of the Legislative Re-organization Act of 1970.
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Chairman NUSSLE. Thank you, Director Daniels.
Let me begin with a pretty basic question. What happened to the

surplus? When you came before the committee earlier this year and
through all of the projections, we were seeing huge surpluses. What
happened to those surpluses?

Mr. DANIELS. The first thing that happened is something that
needed to happen. A surplus of 275 or $281 billion, depending on
which set of numbers you look at, was vastly bigger than it should
have been, vastly bigger than the Nation had any use for, and
therefore a bipartisanship majority acted to leave much of that
with the taxpayers who earned the money in the first place.

I have often then described the remainder of the shift from the
baseline of February or April to today in this way. We started with
a 14-cent overcharge of the American people, 14 cents at least of
revenue collected out of each dollar for which there was no expendi-
ture need. About 2 cents of that was returned to taxpayers in the
first installment of tax relief. About 2 cents of that did not mate-
rialize because of the economic slowdown. About a cent and a half
was spent by the Congress on the defense supplemental, urgent
needs in defense, and on agricultural income support. And a cent
and a half is still there, but was moved into 2002 during the tax
relief bill writing. So we still have 8 cents in 2001 remaining; still
the second largest surplus ever and still at, by our calculations, the
level of surplus attributable to Social Security.

Chairman NUSSLE. Does one penny of Medicare that comes in
through the FICA taxes, is that used for anything else besides
Medicare?

Mr. DANIELS. No, sir. All of the cash coming in from Medicare
and another $50 billion besides is required to pay the bills of Medi-
care.

Chairman NUSSLE. So Medicare is actually, as you have dis-
cussed before, running a deficit throughout the budget?

Mr. DANIELS. Well, I prefer to use the word ‘‘shortfall’’ or to at
least say that it does not run a surplus. Like most programs of the
Federal Government, it is a consumer of general revenues.

I think probably the most accurate thing to say is that the sur-
plus is fictional. But I would simply observe that it does cost more
than it takes in.

Because we maintain the 50 year old and/or 40 some year old—
and I would say archaic division between hospital costs and the
rest of health care in Medicare—we do for the moment at least
maintain a trust fund attributable only to the hospital portion.
Now that trust fund of course will grow this year by 30 some bil-
lion dollars of bonds exactly as it would have under any surplus
outcome.

Chairman NUSSLE. Does one penny of Social Security that comes
in, the same way, used for anything else besides Social Security?

Mr. DANIELS. It is used for debt reduction and the cash financing
of the Federal Government. Some of it is used depending on what
snapshot, and what window you take a snapshot of or through. But
some of it is used for loans to students under the—in the last few
years the Federal Government went into the banking business of
making direct loans to students, and that is a consumer.
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The biggest use by far, most of it is used for debt reduction. This
year we actually used 10 billion of it, because we are prepaying the
national mortgage. About $10 billion of it was used in premiums
to bring in debt that was not due.

Chairman NUSSLE. According to the projections that you have
there before you, that you are presenting to us today, does the
change in the surplus figures that you have, even though we are
still running the second largest surplus in history—we are not run-
ning the first largest surplus in history any longer—are we still
able to pay off the debt that matures and pay off the publicly held
debt that you can pay off as we committed to as part of this budget
over the next 10 years?

Is that still possible under this budget plan, according to your
projections?

Mr. DANIELS. Absolutely.
Our estimate and CBO’s and the Fed’s are all on top of each

other as somewhere between 2 and the 2.2 or 2.3 trillion is possible
without punitive penalties over the time period, and the surplus is
available to do that.

The Social Security surplus alone is $2.55 trillion, let alone the
remaining budget surplus. So the answer to that question is indis-
putably yes.

Chairman NUSSLE. That is on top of the $49 billion that we have
already paid toward the publicly-held debt over the last 4 years
now?

Mr. DANIELS. Yes, that is correct. At the September 30th turn—
OK, incidentally, our projection is for exactly the 3.300 trillion bal-
ance. That is down from 3.8 just a few years ago and headed south
at a rapid rate, as you know.

I have observed elsewhere we are going to pass an important
landmark in 2002. The interest cost to the Federal Government,
the carrying charge, so to speak, of the national debt will drop into
single digits for the first time in over a quarter century.

The burden of the debt, as the debt is coming down, is shrinking
fast and will be down to 9 cents on the dollar; and, of course, it
was in the high teens just a few years ago.

Chairman NUSSLE. Finally, what is your advice and the advice
of the President of the United States with regard to spending as
we move into the very important final month of the appropriations
process for 2002? As we move through those appropriations bills in
the House and Senate, what is your advice in order to stay within
this budget and not do any more harm to the economy that has al-
ready been done? What is your spending advice with regard to this
final stage?

Mr. DANIELS. The President’s advice would be that the Congress
should honor the budget resolution, that it should not exceed it. He
will be a participant, if necessary, in trying to see that it is not ex-
ceeded. But, if we live within it, we will grow spending at a mod-
erate rate. We will make a major first step toward the repair of our
national defenses, which I think a bipartisan majority believes is
overdue and necessary.

We will take a big step forward in—education, medical research
and other key priorities, were marked out in the President’s budg-
et; and it seemed to have bipartisan support in the Congress. Those
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things we can do as long as we do restrain spending growth to the
level that the resolution calls for; and I think from many conversa-
tions with Members and particularly leaders of the appropriations
process, we are on track to do that.

Chairman NUSSLE. As the President’s chief budget watchdog, if
appropriations go outside the boundaries, are you prepared to ad-
vise the President to veto spending bills that bust the budget?

Mr. DANIELS. I always start the answer to this hypothetical ques-
tion by——

Chairman NUSSLE. I didn’t ask whether he would. I was asking
whether you would give him that advice.

Mr. DANIELS. Well, I do like to start by saying that we hope that
the advice need never be given and that we can work with the Con-
gress, as I think we have every opportunity to do, to knit together
the budget under the resolution and without that kind of a dis-
agreement.

But there has been at least the one occasion already this year
where there were suggestions of spending we thought was beyond
what was necessary, and we did give that advice, and I think the
President was prepared to act on it if it had finally proven nec-
essary.

Chairman NUSSLE. Thank you.
Mr. Spratt.
Mr. SPRATT. Mr. Daniels, as you know, CBO is the scorekeeper

as far as Congress is concerned. When we look at the implications
of spending initiatives and tax cuts both, we look to CBO and to
the Joint Tax Committee for our estimates.

CBO has sent us a forecast that is very different from yours in
terms of what can be accommodated. You call the differences min-
uscule, but by our calculation, under CBO’s—if I understood your
proposal, you have got $767 billion in tax cuts, $315 billion in tax
cuts is still to come—and other spending proposals like Medicare
that add up to $767 billion that cannot be done, if CBO is correct,
without further degradation of the bottom line, without further
digging into the Medicare surplus and into the Social Security sur-
plus and aggravating what is becoming a structural on-budget defi-
cit.

Now, let me turn first to the question, ‘‘Where did the surplus
go?’’

You have got a deceptively simple chart that is table 1 in your
booklet. It is on page 4.

Table 1 shows that when you sent your April estimate up with
your budget, we had a surplus in April, just last April, of $281 bil-
lion. The Social Security surplus was $159 billion of that. So the
non-Social Security surplus in April was $122 billion. That was
after factoring in the budget proposals that had been made through
April.

You then show the changes that have occurred since April. And
if you add up the changes due to legislation, they come to $76 bil-
lion. If you add up the changes due to economic and technical ad-
justments, they come to $46 billion. So about 38 percent of the dis-
appearance of the surplus is attributable to economic and technical
adjustments, about 62 percent is due to policy changes such as the
transfer of corporate tax payments from this year to next year, the
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rebate, farm assistance, the supplemental, the defense supple-
mental, all things that the Bush Administration and the Congress
for the most part supported.

So most of those changes were really policy changes, were they
not, two to one, as opposed to economic and technical changes; is
that correct?

Mr. DANIELS. Yes, sir.
Mr. SPRATT. So the budget surplus was dissipated two-thirds by

policy changes that the Bush Administration supported, and when
the measures came to them, they signed. And all of the spending
in prior years, the spending increase from 2000 to 2001, is sub-
sumed in that $281 billion surplus in April.

In other words, when that surplus was calculated at $281 billion,
it included all of this cost growth in prior years. We still had a big
surplus, $281 billion, $122 billion after Social Security, notwith-
standing the increases in discretionary spending in the prior year,
that is correct, isn’t it? I am not misreading this chart.

Mr. DANIELS. No, sir. I am waiting to see wherein we differ.
Mr. SPRATT. Well, so you agree with me.
Another interesting thing is, under economic and technical ad-

justments, table 1, the amount comes in total to $46 billion this
year; and over the 10-year period of time, there are some puts and
takes, pluses and minuses, but it never gets bigger than $46 billion
over the 10-year period of time from 2002 to 2011. So most of the
degradation in the surplus we are seeing in the out-years is not at-
tributable therefore to economic and technical factors; is that cor-
rect?

Mr. DANIELS. That is correct.
Mr. SPRATT. That is policy, too. And the main policy that you

factored in here is the tax cut; is it not?
Mr. DANIELS. That would be the single largest.
Mr. SPRATT. I beg your pardon?
Mr. DANIELS. Yes. That would be the single largest change.
Mr. SPRATT. Your letter today to Mr. Gephardt says, ‘‘Since April

there has been a decline in the budget surplus due largely to the
economic slowdown.’’

But the line of questioning we just went through indicates that
38 percent was due to the economic slowdown, some of that is tech-
nical, some of it is economic, and 62 percent was due to other fac-
tors, namely enacted legislation and policy proposal that the ad-
ministration supported. Is that correct?

Mr. DANIELS. Yes. I think it is the same as the analysis that I
gave, in my simple-minded way, by reducing it to cents on the Fed-
eral dollar. The single biggest contributor by a small amount is the
economic slowdown. But if you aggregate the other choices made,
I would agree with you on a bipartisan basis you get a slightly
larger amount. You know we should all acknowledge that the last
cent and a half here, the corporate tax shift is money that is still
going to come in.

Mr. SPRATT. But 62 percent is due to other factors, only 38 per-
cent to the economic slowdown?

Mr. DANIELS. Fair enough.
Mr. SPRATT. All of that working out on the long term, even

though we have got a decline in the bottom line and an invasion
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of the Medicare and Social Security trust funds into the future,
that by and large is not attributable to these economic and tech-
nical factors, too, because you are assuming that beginning next
quarter this economy rebounds at a pretty smart rate, 3.2 percent
I believe.

Mr. DANIELS. We are. Let me interject. I know—because we have
discussed this before—that you misspoke a moment ago, that the
Trust Funds are never invaded. The trust funds are never affected.
The trust funds are at exactly the same size that they would be
under any other policy mix. So, I think, as you had put it before,
I think in the correct way, Social Security revenues and so forth.

Mr. SPRATT. I thought you were drawing a distinction between
the Social Security Trust Fund and the Medicare Trust Fund. Page
1 of your mid-session review says, ‘‘In order to fully reserve the So-
cial Security surplus for debt reduction, any further initiatives be-
yond those included in this review will have to be accompanied by
offsets in other areas.’’

Mr. DANIELS. No disagreement there. I used the word ‘‘surplus.’’
That is the right word to use. Since we are rummaging around my
report, if you will look at page 13, table 4, we make the point which
is sometimes overlooked or misunderstood that under any surplus
projection the current projection—this just happens to be 2002. It
wouldn’t make any difference what year we use or much larger
ones. Total Medicare spending on benefits will be exactly the same.
Every penny will be paid. The Trust Fund balance will be exactly
the same, and it will increase by exactly as much and so forth.

So I am just—I don’t mean to pick on words, but I do think that
they are important here. You are absolutely right when you speak
of the surplus and whether we are going to be able to protect as
much of it as you think is wise. I didn’t want anyone confused that
the trust funds were any smaller than they deserve to be.

Mr. SPRATT. Well, the difference is, if you have a spending initia-
tive that is not offset, then you will borrow the money from Social
Security to fund that initiative. Sure, Treasury will give a bond to
the Social Security trustees in return for that borrowing, but that
will be to the extent of the value of that bond, that much less debt
that will be paid down in that particular year.

Mr. DANIELS. Well, now we are at the right point. The question
is finally that last increment of debt to be paid down and how
much is enough, how soon.

Mr. SPRATT. I am reading your own language, and I take it you
do believe differently with respect to the Social Security Trust
Fund, that we should only use it for the buy down of outstanding
debt.

Mr. DANIELS. Yes, that is the President’s position.
Mr. SPRATT. OK. Let me ask you about the Medicare Trust Fund,

and we have disagreed about this from the first day you testified
here. The administration has taken one position; the Congress—
both parties have taken, up until now, a different position.

If you look at your forecast again on table 3, page 8, OMB shows
that your budget—if I am reading this correctly—will invade the
Medicare Trust Fund, every year through 2006.

Now, this particular rendition of your budget includes the $18.4
billion addition for defense, but it doesn’t include any follow-on in-
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crement, nothing for transformation. In fact, you say, ‘‘Pending the
completion of the defense strategy review, this review assumes a
current services budget for DOD in the out-years based on the pro-
posed 2002 level.’’

My question to you is: You also described this as a first install-
ment. But I look out 9 years, waiting on the other shoe to drop,
and I don’t ever see it drop. I don’t see the second increment, the
increment that will go to fund transformation. Where does that
come? How is it paid for?

Mr. DANIELS. Well, it will come if and when the President ap-
proves the recommendations from the Defense Department or else-
where for any increases. It can come from two places, probably
from a combination of two. One, of course, which is—somehow usu-
ally brushed by in these conversations is the embedded base of
spending in the Federal Government. You know, all of the numbers
on the chart behind you assume that the entire $1.9 trillion edifice
of spending just lumbers on absolutely untouched and grows with
inflation.

The numbers which mostly I can read as I look across and see
minus 40, minus 38, 40, 41, 42 and so forth, these amount to 2 per-
cent of the revenue, less than that by then, of the Federal Govern-
ment. And, you know, this should not be beyond your ability to
manage.

So one place that any increases come from is from the redeploy-
ment from old, outmoded, duplicative, perhaps failed programs to
new.

Also, there remains under either projection here hundreds of bil-
lions of dollars of on-budget surplus uncommitted. Even after the
defense increase, the Medicare prescription drug increase, that is
already incorporated into our numbers, there is almost $600 billion
on-budget surplus uncommitted so far and available to be distrib-
uted among all of those programs.

Mr. SPRATT. That is only if we use OMB instead of CBO’s fore-
cast?

Mr. DANIELS. That is right. The differences between the two are
very small, even here. It is not particularly a disagreement about
receipts. The largest single difference between our professionals’
forecast and the CBO forecast, has to do with the cost of Medicare.

CBO sees the cost of today’s Medicare program growing more
rapidly, $224 billion more over the 10 years, than we do. And when
we get a chance I know our folks and theirs will want to counsel
back and forth about who is right.

Mr. SPRATT. The extra money you are talking about also includes
the Medicare surplus, which gets back to the fundamental dis-
agreement between us. We have to recant and abandon all of our
commitments that we have made over the last couple of years, leg-
islation brought to the floor, statements made in earnest. We have
to trash those in order to have that additional money to spend. We
have got to spend the Medicare surplus to have that kind of walk-
ing-around money that you are talking about.

Mr. DANIELS. Well, it is not my place to recommend how folks
deal with those things. I would say that the commitment that was
made in time of deficit, in time of real deficits, just yesterday—
really a few years back, although I must say, and it has been writ-
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ten a thousand times now in all of the newspapers that can I find,
that is fiction. But, you know, some fictions are useful; and I think
this was one because it did help bring greater discipline. But it
doesn’t make it, at least in our reading, any less fictional when you
really look at what Medicare takes in and costs.

Mr. SPRATT. Regardless of the administration’s position, my
counterparts on the other side of the aisle, wrote into the budget
resolution a provision with respect to defense and the farm bill. It
effectively gave the chairman substantial authority, unprecedented
authority, to adjust the budget allocations to those two programs
by whatever amount he deemed advisable and wise after looking
at Rumsfeld’s report on transformation, in the case of defense.

But we put a limit on it. They put a limit on it. That is, we lim-
ited him from invading the Medicare Trust Fund.

So now the chairman of the Armed Services Committee and the
chairman of the Budget Committee have a hard decision to make.
If they add the $18.4 billion additional funding for defense which
the administration is seeking, they have got to take it out of the
Medicare Trust Fund. That is where it will come. It will mean a
deeper, more lasting invasion of the Medicare Trust Fund. So they
have got to not just recant political rhetoric, they have got to vio-
late the written letter of the budget resolution that we—that the
Congress—adopted just months ago.

How do you resolve that? Are you saying to the Congress that
we should ignore the Medicare Trust Fund since it is not a Trust
Fund, it is an artificial overage, as you put it, in the resolution and
go ahead and pay for the defense increases out of the Medicare
Trust Fund?

Mr. DANIELS. First of all, I would reassure the chairman as he
thinks about his decision, whatever he is doing does not affect the
Medicare Trust Fund as the chart behind you indicates. It doesn’t
say anything about the level of the Trust Fund. It talks about the
surplus, the part attributable to that.

It is my happy opportunity to let Chairman Nussle know that if
the budget resolution is funded all of the way, as the President
would recommend, the Medicare Trust Fund next year will be $234
billion.

If for some reason Congress decides not to fund it and not to
fund any of the defense requests, the Medicare Trust Fund next
year will be $234 billion. It will have no affect whatsoever on the
level of the Trust Fund, let alone benefits paid.

I just think we do need to be precise about this, so as to not lead
any recipients or supporters of that program in any confusion.

I do understand the point you are making, that there will have
to be an active decision made to make an additional request, and
I very much respect the position of the chairman and others who
have said they want to see a real showing of the justification and
the strategy and so forth. I believe those things are in the works
and that showing will be made, but that is a position I think we
all respect.

Mr. SPRATT. Let me make one final point and then we will turn
to others. On several occasions in your report and in your testi-
mony, you refer to explosive spending increases to the biggest one-
time increase in discretionary spending, 2001 over 2000. Let me
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just say to counter that and see how you respond to this; on page
5 of your mid-session review, you state that last year’s appropria-
tions include the largest 1-year spending increase in history, about
$50 billion over 2000. I take it that is budget authority. Isn’t it true
that BA, budget authority, for advanced appropriations more than
doubled from 2000 to 2001, from $11 billion to $23.5 billion, and
that kind of artificially inflates the number for 2001?

Mr. DANIELS. Well, advanced appropriations have multiplied. It
is certainly true. It is one of the—as we see it—unwise practices
that we are working hard to try to corral and curb along with ear-
marks, for example, and the misuse of the emergency designation.
So, yes, that was a contributing factor. It does lead to real spend-
ing, but I agree that it certainly was a factor in generating this
very large——

Mr. SPRATT. So that we can have an apples-to-apples comparison,
this simple bar chart here shows you if you back out advanced ap-
propriations and supplementals and just deal with regularly appro-
priated discretionary spending, from the year 2000 to the year 2001
the increase was $38 billion, 6.7 percent. This year from 2001 to
2002, your first fiscal year will be—full fiscal year will be 2002—
the increase is $44 billion. That is using budget authority. Do you
dispute that?

Mr. DANIELS. No, but it makes in my judgment, one very fun-
damental error. You say if we don’t count supplementals. Multiple
supplementals of the last year amounted to—I have to check—$20-
odd billion or more. The President has said this year we were going
to be much more guarded about that, and of course the only supple-
mental that has passed and was signed was that essentially for de-
fense, about $6 billion.

So, two things: Number one, I think the 2001 level is dramati-
cally understated. I don’t think it is fair not to count the
supplementals. Also, when you do put the supplemental that was
passed this year into the base for the preceding year, it brings that
7.2 percent down to a little under 6. I understand the adjustments
you are making, but I think that one is not a fair representation.

Mr. SPRATT. Let us look at it differently, and this will be the last
question. Look on page 36, if you will, of your mid-session review,
table 12. You have the mid-session estimates there of discretionary
outlays, actual spending. This year, fiscal year 2001, you are esti-
mating actual spending at $651.4 billion. About 2 or $3 billion of
that is in supplementals, the defense supplemental. Next year,
your estimate of outlays is $699 billion. If you deduct the supple-
mental from this year, that was your policy, and just look at what
the level of spending was as appropriated. You have got a $50 bil-
lion increase from this year to next year. So while you are decrying
the $50 billion increase from 2000 to 2001, in effect you have got
the same thing, with an outlay increase in your budget request
from this year to next year.

Mr. DANIELS. First of all, of course, the Congress votes that
budget authority outlays can move around based on—and not in
lockstep with the spending Congress votes for—the timing of when
the program finally spends.

I think the general comment I would make about the spending
of last year—and I think we have been fairly consistent in this—
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is the President has taken note that there were very rapid in-
creases. Chairman Nussle’s earlier chart showed the way in which
spending took flight above and beyond the caps that were in law
as soon as the surplus arrived about 3 years ago. I think when we
have noted that, it is less for the purpose of looking in the rear-
view mirror than really for purposes of saying that we can—be-
cause there was an awful lot of new spending done last year, and
the previous couple, we can moderate the rate of growth of spend-
ing in a lot of these programs; in many cases I believe, very much
a need for digestion, a pause and reflection on what all this new
spending—how effective it has all been. And I think that is the
main reason to draw attention to it.

Mr. SPRATT. I don’t disagree with that, and I think every dime
we spend ought to be scrutinized and heavily justified. But never-
theless, when you look at these numbers, you are not exactly pull-
ing in the reins yourself. You have got a substantial increase this
year over next year in your own budget, and defense is part of it.
You are—

Mr. DANIELS. That’s correct, sir, we——
Mr. SPRATT [continuing]. Billion in defense over and above this

year.
Mr. DANIELS. I think when the budget was presented this year,

we talked in terms of reasonable growth, not cuts and freezes and
that sort of thing. The Nation does have needs, and clearly in de-
fense probably more than other areas; probably education behind
it. The President supported a significant step forward, but the
budget presented, even as amended, year over year, is about 5.9
percent above the final 2001 number, and that does reflect a mod-
eration in the growth rate that preceded it.

Mr. SPRATT. Let me just say in closing, with respect to the num-
bers that the Chairman showed, putting the caps, I was one of the
budget principals who helped negotiate the Balanced Budget
Agreement of 1997. When we set the out-year caps, we knew they
were extremely tight. We were resolved to adhere to them if nec-
essary. As it turned out, we were in unified surplus the first year
out of the box; 1998, we had a unified surplus. As a consequence
we, de facto, abandoned those and went back to budget reality for
out-year spending. So those were unrealistically low caps to start
out with.

Thank you very much, Mr. Daniels.
Chairman NUSSLE. Mr. Sununu.
Mr. SUNUNU. Thank you very much, Mr. Chairman. I very much

appreciate the closing remarks of the ranking member, and in gen-
eral agree with some of the points he was making with those final
slides. We can debate about the budget mechanics, but whether the
increase year on year from 2001 to 2002 is 51⁄2 percent or 61⁄2 per-
cent or even, as one of his slides suggested, 8 percent, I think the
point is there. It is a pretty significant increase over last year, and
in that regard it completely undercuts the point he was making at
the beginning of his presentation that somehow we can’t possibly
adhere to the 2002 budget arrangement, the caps, the limits, the
appropriated levels; that we have to reopen the budget for some
reason at this point.
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I don’t think there is a need to do that. Certainly in the 35 years
of deficit spending that occurred before I became a Member of Con-
gress, there was never a discussion about reopening the budget be-
cause we are running a deficit. We have had surpluses now for 4
consecutive years, and I think we did put together a budget that
is reasonable. And if we hold to the limits of the 2002 budget
agreement, we will have resources to increase education spending
by the 10 or 11 percent that the President included in his budget.
We will have resources to invest in research and development, new
medical or scientific breakthroughs, to begin rebuilding our defense
infrastructure.

That doesn’t mean that we won’t have difficult choices to make
during the appropriations process. I think that is to be expected—
it seems to me it is more clear than ever in hearing this discus-
sion—that Chairman Nussle’s point about spending being the prob-
lem, spending driving deficits, is very much the case; because even
in an environment where we allow for a 5 percent or 6 percent or
8 percent increase in discretionary spending, for some in the House
that is not enough, that there is never enough. And there we get
back to one of the fundamental arguments for cutting taxes in the
first place is to control the revenue flow.

We still have record revenues. We have CBO and OMB agreeing
on the collection of revenues, but more tax collections than ever in
the history of the United States. I think we ought to recognize that
we cannot grow the Federal budget faster than an average family
is growing their budget, that we do have to live within our own
means.

I would like to touch on two points that were also raised, the
causes of the change in the surplus level.

First, the economic slowdown. I don’t think there is anyone in
this room, anyone in Congress or around the country who is
pleased that we have such a significant economic slowdown. In fact,
as the President recognized the slowdown in the economy at the be-
ginning of the year, there were some people that criticized him for
doing that; he is talking down the economy, he is somehow precipi-
tating this slowdown. We see now that his comments and concerns
were right on the mark; that the economic slowdown is the biggest
single cause in the reduction in revenues and the smaller surplus.

At the same time, the second biggest contributor to the decrease
in the surplus has been the tax relief package which we have even
heard today come under some criticism. But I haven’t heard anyone
recommend that we increase taxes, and I think those that finger-
point at that particular policy decision ought to be willing to state
clearly and unequivocally whether they think we ought to be in-
creasing taxes now or not. I think that would be a horrendous deci-
sion, a terrible policy prescription, just at a time when the economy
is slowing down.

As I traveled through August across New Hampshire, the biggest
single issue I heard raised with the tax relief was why in the world
isn’t this tax relief package permanent? How can it possibly be that
the House and Senate act on a tax package that isn’t permanent?
I think if we do anything for the economy and for consumers, we
ought to implement right now, as soon as possible, legislation that
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makes that tax relief that we passed into law several months ago
permanent.

Even so, we do have a situation today where the surplus will be
somewhere between $150 billion and $160 billion at the end of this
fiscal year, the second largest surplus in history. The chairman
pointed out we will have paid down almost $500 billion in the pub-
lic debt, and in contrast to the 35 or so years of deficit spending,
I think that is pretty dramatic.

Finally, the question persists, why are we setting aside these
surplus in the first place? What are we trying to achieve in setting
this money aside? Yes, we are paying down debt. That is impor-
tant. I think it is important to control the size of our public debt.
It does help strengthen our budget. But ultimately, the reason to
have these resources this year and next year and the following
years is to help us pay for and fund the strengthening and mod-
ernization of Social Security and Medicare.

The director made one mistake which I am inclined to point out,
and that was with regard to the age of Medicare. The Medicare is
36 years old. I happen to know because we are the same age. I
have changed a little bit in 36 years, but as the director pointed
out, Medicare really hasn’t.

So I would like to close with a question for Mr. Daniels about
these programs.

The size of the surplus: To what extent does the size of the sur-
plus, whether it is $150 billion this year or 180, does it affect the
long-term strength or health of these programs, and what are the
real issues that are contributing to long-term weakness in Medi-
care or in Social Security? I am concerned that with all the discus-
sion about whether the surplus will be $152 billion or $160 billion
and whether it is the second largest in history or the largest in his-
tory, we lose sight of the need to take up serious substantive legis-
lation on these issues. And I hope you can address that point.

Mr. DANIELS. It would be really quite tragic if the process were
to procrastinate on the reform of either Social Security or Medi-
care. On other occasions I pointed out, I think that may be the sin-
gle biggest problem with the misconception that we have a Medi-
care surplus. It could lead people to believe that any program with
a surplus is doing just fine, thank you, and the political process
does have a tendency to wait for crises to act. That would be very,
very unfortunate in this case because, as we all know, action to re-
form a long-term entitlement program can be much more moderate,
much more gradual, if taken in a timely fashion as opposed to wait-
ing until the wolf is at the door.

So I would remind the committee that this President has com-
mitted himself to the reform of both programs, and we all know
how difficult that will prove to be to reach agreement on that. But
I sure hope that there will be bipartisan commitment to get about
that business.

Mr. SUNUNU. What about all of the discussion or concern about
the tax relief package, that somehow is a part of the problem; and
the suggestion, I suppose, that repealing that package or raising
taxes would help solve some problems? What effect would a signifi-
cant tax increase right now have on the long-term solvency of the
Social Security program, for example?
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Mr. DANIELS. It wouldn’t move the solvency date by 1 day or 1
year, just as it wouldn’t mover the benefit level. And it wouldn’t
move the size of the trust fund——

Mr. SUNUNU. Let me interrupt you there. I don’t know if that is
correct, because if a tax increase were to have a negative effect on
economic growth, economic growth is one thing that really can hurt
the solvency for Social Security and move it back; isn’t that right?

Mr. DANIELS. That is correct. I was going to move on to say that
there are really only two things I think that matter in terms of the
long-term viability of those programs. One is economic growth and
anything that bends the trend line—again, CBO and OMB as well
as most private forecasters, we have identical and most have very
similar expectations for long-term real growth—anything that
bends that trend line down will have a very deleterious effect on
those programs pretty quickly. So higher taxes anytime, particu-
larly at a time of near stagnation like now, we think would be very
ill advised.

The other thing that matters is reform. The biggest thing that
matters is whether we can put those programs on a viable footing
on a day when we have a much lower ratio, much lower, of people
paying to people taking out.

Mr. SUNUNU. Thank you, Mr. Chairman.
Chairman NUSSLE. Mr. McDermott.
Mr. MCDERMOTT. Thank you, Mr. Speaker. I——
Chairman NUSSLE. No. Mr. Chairman. I haven’t gotten a pro-

motion yet.
Mr. MCDERMOTT. With your skillful way, I am sure you will be

there shortly.
I spent half a month in August in my district and I am happy

to report—I want to say something positive before I get going—that
the checks are arriving in my district. A lady sent me a $1.65 check
and said, you use this anyplace you think it will do any good. An-
other one sent me the letter that said she didn’t get any tax rebate
at all. She had this letter and down at the bottom it said zero. She
said how can that be? I pay taxes.

I want to understand, you have got John here who is a country
lawyer, and I actually come from corn and pig farmers in Illinois,
in the Speaker’s district. I just came from a family reunion in
Oswego, and the people there when they pay their taxes, they
think of it in terms of three shells. They put one shell, that is, the
Social Security part on their paycheck. And then they have the
Medicare part on their paycheck. And then they have their income
taxes. And you have been real careful with how you have used your
language. The President said in his speech, anybody who pays in-
come taxes is going to get a tax cut. Now, people at this family re-
union couldn’t figure out, if they paid these other two into Medi-
care and Social Security, why they didn’t get anything. I explained
to them those are trust funds. You have got to keep that money
separated from the regular income tax money.

What you are telling us today is that these numbers on this driv-
er’s eye chart up here, if we move anybody from that Medicare
money, any money that came into the Medicare fund, and we put
it over here in the general government fund, it really is still over
there. It is still under this one, right? And you say if you take any
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money out of that which was paid in for Social Security and it
winds up over here in any kind of general government, it is still
under here really; you just can’t see it.

Well, I will tell you something. You should go to a county fair,
because they have got a game like this, and they put a pea under
here and they move it around real fast, and you can win if you can
figure out under which shell that pea really is. And if I understand
you correctly, what you are saying is we really have only one bag
of money. These trusts don’t really mean anything. What you want
the American people to believe now, after all this talk about
lockboxes and all that stuff, is suddenly it is all under one. Don’t
worry about your Social Security, don’t worry about your Medicare,
we don’t have any trust funds or anything, we will take care of it
out of this one. Is that what you are telling the people? There is
no place where their money is being taken from? I know you are
putting bonds under here. That is what you want them to believe.
That isn’t raiding the Social Security when you take it and put a
bond under there and say someday you come collect the bond when
you need it. Is that what you are saying to people?

Mr. DANIELS. Well, Congressman, first of all, I think your meta-
phor is probably an interesting one, because there is certainly a
shell game quality to the way Social Security has been presented
for a long time. If people have believed, for instance, that they had
any money that they owned, that they were actually putting money
away for their own retirement, obviously there was no pea under
that shell. But I think our understanding has begun to improve
about this.

Mr. MCDERMOTT. Do you mean they were stupid in the first in-
stance and now they have gotten educated? What are you saying
about people? They were led to believe that by the United States
Government.

Mr. DANIELS. Well, I hope that was inadvertent, because it was
never true, ever, that a person was putting money aside for his or
her own retirement. But I don’t think that is the question you are
really asking. And the answer simply is—I mean to the multiple
questions you asked—we are treating the trust funds as we always
have, always, from the inception of the programs. They are growing
by exactly what they are entitled to grow. But it is not cash in the
drawer. It is bonds, future promises, as it always has been; nothing
has changed.

Mr. MCDERMOTT. Let me stop you right there, because you and
I know, maybe the American public doesn’t understand what the
baby boom generation is all about, but you and I know that at the
end of this budget period in 2010, all the people born since the Sec-
ond World War are going to show up looking for their money under
this Social Security Trust Fund. And when we talk about surplus,
we are talking about right now, yes, we are raising more because
we want to have it there when we get to 2010 and try to pay for
those people.

Mr. DANIELS. What do you mean ‘‘it,’’ Congressman, it won’t be
there? If by ‘‘it’’ you mean the money coming in the door, it won’t
be there. Only bonds will be there, exactly the same as the number
under any set of policies——

Mr. MCDERMOTT. But wouldn’t it be better to leave it there——
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Mr. DANIELS. If the government continues to gather in vastly
more money than it needs to pay its bills—it doesn’t go under a
mattress, doesn’t go into your shell, doesn’t go into some box,
locked or unlocked. It goes to pay the debt to the extent we can,
and that is it. The Social Security Trust Fund in 2010 will be ex-
actly the same size as it would be if there had never been a tax
cut or if there had never been a rebuilding of our defense. They are
completely unrelated. And that is the truth.

Mr. MCDERMOTT. You are basically saying that we have one bag
of money from which we can pay all this stuff. Now, what I don’t
understand is how you are going to pay—I sit on the Ways and
Means Committee. I don’t understand how you are going to pay for
tax extenders or the energy bill we passed out. The budget had $9
billion for energy. We passed out $33 billion with no offset. The
House leadership would not let us put an offset on the floor. So I
don’t understand where—the difference between 33 and 9 is, in my
calculation, $24 billion. Where does that come from?

Mr. DANIELS. Well——
Mr. MCDERMOTT. Where are we going to pay for that?
Mr. DANIELS. Well, there are a lot of ideas and bills around. The

bill——
Mr. MCDERMOTT. But you are representing the President. He has

the veto. He will end this process. What are you going to rec-
ommend to him?

Mr. DANIELS. I am going to recommend that total spending,
whatever its compensation, be held to the level of the budget reso-
lution. It so happens that by doing that, we believe the Nation’s
needs can be met, and among those the goal that will be fulfilled
is the full protection of the Social Security surplus for next year for
debt reduction. So that would be my recommendation and——

Mr. MCDERMOTT. So you are going 1 year at a time, if I get it?
I listened real carefully to your words. You said, I am going to rec-
ommend that you have enough money to pay for Social Security
next year. So you are worried about 1 year at a time and——

Mr. DANIELS. Excuse me. I thought you were asking about the
budget that is in front of us and the appropriations decisions that
are in front of us which applied to fiscal 2002.

Mr. MCDERMOTT. But these implications of this budget run out
for 10 years, don’t they?

Mr. DANIELS. All are subject, as you know, to human will and
leadership, and I made this point when I thought there was an in-
ference that we were locked into baseline increases for this entire
$2 trillion Federal edifice. We are not. We can change all of that.
And, by the way, we should. No business I know, no nonprofit en-
terprise I know, just automatically assumes in everything that is
unquestioned, grows it by inflation, and then worries about if you
can pay for the new needs. And we have got to get a——

Mr. MCDERMOTT. The only thing I can say in closing is this: We
shut the government down. The chairman and his fellows thought
it was important to shut the government down in 1995 because we
were using OMB numbers and we had to use CBO numbers. If we
couldn’t get it based on CBO, we were going to have this country
without any financial operation. And we went by that.
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I now hear people saying that your budget, which implies has all
kinds of policy in it—Dr. Crippen’s budget does not have policy. It
just goes by the law. Yours has all kinds of manipulations which
gives you a 1 billion surplus this year and 1 billion next year and
a 4 billion the third year and 6 the fourth. That is like landing a
747 on a dime. The reason they make those runways 9,000 feet
long is because you can’t be sure you are going to get them down
right on the spot you want them on. But you are saying that is
budget numbers—if we rely in this committee on CBO, we are
going to have some trouble with your budget in my view.

Thank you, Mr. Chairman.
Chairman NUSSLE. Mr. Bass.
Mr. BASS. Thank you, Mr. Chairman, and thank you, Director

Daniels, for coming here today.
We need to remember, as you mentioned in your opening re-

marks, that we have budget surpluses that are larger than we have
ever had in American history. We have a lot to be grateful for, al-
though there are some problems and some challenges facing this
committee and the Congress and the administration that were not
anticipated earlier on this year. I hope that we can work with you
in a constructive manner over the next few months to develop
changes, if necessary, to construct a budget that would reflect re-
ality.

Now, I would only point out that complaining for complaining’s
sake is not how I would define a constructive approach for dealing
with the problems that we face today. The fact is for the last 35
years or so—or since I was 13 or 14 years old—the trusts didn’t
mean anything. They didn’t mean anything to the administrations
at the time, sixties, seventies, eighties. They didn’t mean anything
to the Congress. And now all of a sudden they seem to mean every-
thing.

I also harken back to the four or five, five or six late nights that
I have spent in this room working up a budget in which we dis-
cussed and debated tier 1 and tier 2 and tier 3 amendments, all
of which, every one of which, were offered by my friends who are
now so concerned about the disappearing surplus. Had all those
amendments passed—and fortunately none of them did—two thirds
of the loss of surplus, or probably more than that, would be due
to increased spending. There would be economic issues to deal
with, probably very little tax relief, and we would be in the same
position we are in today.

The fact is that this Congress has moved forward in a bipartisan
fashion with the administration to try to deal with the economic
slowdown proactively through a rebate program which I think will
work. We do have some problems which have been brought up and
will be continuing to be brought up by the other side which I think
we can work out.

Director Daniels, I look forward to working with you in a positive
and constructive manner to make sure that we do everything we
possibly can to bring about an economic turnaround in this coun-
try; that we try to keep the lid on spending to the greatest extent
possible; and that we get the business of complaining about some-
thing that we have all been working on over the last 6 months, on
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both sides of the aisle, out of the way and start looking toward the
future.

I really have no other observations, Mr. Chairman, and I will
yield back to you.

Chairman NUSSLE. Mr. Bentsen.
Mr. BENTSEN. Thank you, Mr. Chairman.
Mr. Daniels, it is always good to see you. You talked about over-

charge, and I think there is another word we need to talk about
and that is ‘‘overpromise.’’ Looking at your budget, the administra-
tion has a choice to make. They have a choice of whether or not
they are going to keep the commitments that the President made
last year and the commitments he made when he addressed Con-
gress this year, or whether or not they are going to have to come
forward and admit that they can’t meet those commitments.

I look at your mid-session review and, yes, we can accomplish
what you say we can accomplish and not go into these trust funds
if the administration goes back and says, well, we are not going to
plus-up DOD, we are not going to reform Medicare, we are not
going to reform Social Security, we are not going to increase fund-
ing for education—as the President said he wanted to—we are not
going to fund prescription drugs. And, in fact, your own document
cuts back what the Congress said they were going to do for pre-
scription drugs in the budget resolution that the Republicans
passed. On top of that, that the economy in the next 6 months is
going to grow at an 100 percent faster growth rate than it has in
the previous 12-month period. I am not aware of anybody in the
mainstream school of thought on Wall Street, in academia, or in
the Washington, D.C. area, who believes that the economy is going
to turn around that fast. I hope it does and I know all of us hope
it does, but I don’t think we are going to go from 1.7—if we get
to 1.7 GDP growth rate this year—to 3.2 percent GDP growth rate
next year. I think that is quite a loaded assumption.

So I think the administration is going to need to come up and
tell Congress—and pretty darn quick—what priorities of the Presi-
dent it wants and how it intends to pay for those priorities.

I also must take issue with your comment regarding the trust
funds because if you look at your own document, on one page you
say the trust funds don’t exist; on the other page, you take credit
for how this administration is increasing the amount of dollars that
are in the trust fund, even though that is a matter of ongoing law.
It is a mandatory program. It is not anything you did. It is not any-
thing we did. It is something that, quite frankly, was started 30-
some-odd years ago. But you all trumpet that fact, and then you
turn around and say it doesn’t exist.

It does matter—and I am going to give you a very bipartisan ap-
proach as to why it does matter—whether or not you spend against
the Medicare and/or Social Security Trust Fund, which, if we use
the CBO numbers, is exactly where you are heading. I think you
would agree with this because I think this is as much a Republican
as Democratic theory of why it does matter. And you are right, it
isn’t going to affect the amount of money that is in the trust fund;
but what it is going to affect is the amount of public debt in the
future that our children and grandchildren are going to have to pay
off, and without doing one thing for Medicare, without doing one
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thing for Social Security, to extend the solvencies of those pro-
grams. What we are doing under the budget that the President has
submitted and the spending that the President himself wants,
without any action by Congress, would be to increase the public
debt, increase the mortgage that our children are going to have to
pay, without fixing these programs at all.

So, yes, it does matter. You cannot just say we have plenty of
money, the surplus numbers are going to be the same, we are just
not going to pay down as much debt. But we are borrowing today
to spend today under the President’s budget, and I think that is
a serious problem.

We use CBO’s numbers—which is what we in the Congress do—
and as my colleague mentioned, we had serious debates over this.
The government was shut down twice in my first term in Congress
over this issue. The prior administration agreed to use CBO num-
bers. If we use CBO numbers, you all are in the red, and that is
just on a current services budget. But if we include the defense
plus-up that we know the President wants, if we include what the
President agreed with Congress earlier this year on prescription
drugs in Medicare reform, the $300 billion program, not the $149
billion program that you all are talking about now, if we take all
of the things you said we want, we are in the red.

How do you intend to pay for those, not just this year but over
the next 10 years, and when are you going to send that up to Con-
gress? When are you going to send us, particularly as it relates to
the coming fiscal year, the cuts that the administration wants Con-
gress to make to make the budget balance?

Mr. DANIELS. Thank you, Congressman. There are several impor-
tant questions in there. I think I caught them all. Let me first say
that I don’t think you heard me say the trust funds don’t exist. Of
course they exist. It is what they consist of that some people occa-
sionally mistake, and they only consist of government bond’s prom-
ise to pay in the future. It is a privileged promise and one people
can rely on, but that is what it is. Sometimes I try to help people
straighten out the confusion that suggests that they get bigger or
smaller depending on our on-budget decisions or the size of those
surpluses. As I think I illustrated again today, they don’t.

Let me answer your question about assumptions and so forth.
Let’s untangle this for you, because I do think it is an important
question. We are still pretty low-tech, too. But looking at the left
side of the chart, the green bar refers to our assumption for next
year, 3.2. It is above the median of the blue-chip forecasters but
sort of within that range. And it is below the sort of the top quar-
tile, quintile, I guess; 10 out of about 47. Meanwhile, CBO is just
on the other side of the median on the low end, but also I would
say kind of in the mainstream, well above the bottom fifth.

But none of that really matters or should matter to this commit-
tee because of the bars on the right side. They are somewhat more
guarded about economic growth. Some people act as though that
were the direct driver of the revenues. It isn’t. It is just one of the
variables. We are more conservative about how much revenue will
be collected per dollar of economic growth, so——

Mr. BENTSEN. If I might just interject, because if you look at
your mid-session review and your long-term numbers, you actually
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argue, after we have seen this downturn in the economy and in vir-
tually all indicators—even productivity numbers are off from a year
before—you are projecting an actual increase in your mid-session
review of about 74, $75 billion in long-term receipts. Where does
that come from? I mean, the spread between your GDP assump-
tions and your other assumptions on just the baseline alone shows
a spread of about half a trillion dollars between you and CBO over
the next 10 years. Those are pretty big numbers.

Mr. DANIELS. Actually, the receipts difference—as Dan’s testi-
mony points out, and you can ask him about this when he gets
here—is less than a percent over the whole time period. I think the
basic difference between our economists and theirs has to do with
how fast the snap-back is and whether the lost ground is eventu-
ally recovered. The difference is very small, and it is zero for next
year, which I think is the question that may be most important for
now. You know, some would have thought, not an unreasonable
conjecture, if you knew only that we saw a little higher growth for
next year, you would think we were expecting a lot more money to
spend. We are not. We are projecting exactly the same amount of
money, 2135, that CBO comes to. All I can tell you is that both or-
ganizations are populated by very serious career professionals, and
through somewhat different combination of assumptions, have
given this committee of Congress really the same forecast for next
year as to how much money is available. I would hope that Con-
gress takes some comfort from that.

By the way, this amounts, apples to apples, to about a little over
3 percent increase in revenues over what we are getting this year.
That is about the growth rate of this year; and this was a pretty
crummy year, relatively speaking, for revenue growth.

These forecasts, I think, are pretty darn cautious as to how much
money will be there, how much surplus will be left after we sub-
tract spending.

Let me go to a couple other questions that you asked. Please be
careful about saying things like we are borrowing today. We are
not. We are reducing borrowing. People are already beginning to
talk about what happens when there are not enough Treasury
bonds to keep the markets liquid; but we are reducing borrowing,
paying down well over $100 billion of debt on a net basis. You said
something about debt increasing over the time period. No. We are
talking about how much and how fast debt will come down——

Mr. BENTSEN. That increase is relative to the amount it other-
wise would have been reduced. The fact is that there will be debt
in the future, and rather than pay it down more rapidly, you do
borrow against it. You are leveraging the trust funds, and that is
not—I am not alone in that thought. Ask Chairman Greenspan his
viewpoint on that. I think he has been very clear on that thought.

Mr. DANIELS. Sure. And I think we can have honest debate, and
we should year by year, on what is the right amount, how fast is
it necessary to bring it down. I would just say that from the Presi-
dent’s standpoint, we seek a balanced program that includes his-
toric levels of debt reduction but also includes tax relief that we
hope will restart and then sustain economic growth, without which
this will all become a very different discussion if we don’t have eco-
nomic growth. And so, what we ought to discuss is, is $170 billion
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enough to bring down debt, or is for some reason 75 or 80 a better
number?

My only view is that you are really fooling around with margins
there, and debt reduction is not the only objective; and, if carried
too far, we can make a real mistake. We cannot tax our way to a
better fiscal future. We cannot tax our way through a sustainable
Medicare system, for instance. If you pay down all the debt we can
a year earlier and have not reformed Medicare, for instance, you
haven’t done anything, because that money will be borrowed back
in a flash and you will be hopelessly in arrears before you know
it.

So thank you for an important series of questions——
Mr. BENTSEN. Finally, but also in order to fund your programs,

assuming CBO’s numbers are correct, the President’s priorities, not
Congress’s, what cuts do you all intend to send up to the Hill to
fund those?

Mr. DANIELS. None. None in the 2002 context because our data—
and I think CBO is right on top of it—says that we can fund the
budget resolution levels and maintain Social Security surpluses for
debt reduction——

Mr. BENTSEN. Then are you going to declare a recession or de-
clare war, because CBO says you go into Social Security by I think
$9 billion and——

Mr. DANIELS. Oh, you are talking about 2001, the year we are
just concluding, which is the budget that the President inherited,
and we talked about this before. We won’t know for a month or two
whether we are just above or just below that line. But in either
case, it has nothing to do with the President’s budget.

[The prepared statement of Mr. Bentsen follows:]

PREPARED STATEMENT OF HON. KENNETH E. BENTSEN, JR., A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF TEXAS

I am pleased that the House Budget Committee will have the opportunity to ques-
tion Office of Management and Budget (OMB) Director Mitch Daniels, as well as
Congressional Budget Office (CBO) Director Dan Crippen about their new economic
forecasts released during the August district work period.

Today is not about assessing blame. It is about the Congress and the White House
coming together to evaluate these new forecasts and begin appreciating their rami-
fications with respect to the President’s domestic and foreign spending priorities. I
am stunned at how much the Nation’s fiscal picture has changed in four short
months. Recall that in April, the OMB surplus projections were $281 billion for this
fiscal year and $3.4 trillion for the next 10 years, which they portrayed to be more
than enough to fund Bush’s tax cut and new spending initiatives, while staying the
course on debt reduction.

Today, our Nation must come to terms with a new fiscal reality. By OMB’s own
admission, $123 billion of this year’s surplus had somehow vanished, leaving a $158
billion surplus, almost entirely made up of Social Security tax receipts. We now ex-
pect that in Fiscal Year 2001 alone, all of the Medicare Trust Fund ($29 billion) and
$9 billion of the Social Security surplus will be consumed to fund government oper-
ations, according to the CBO, the Congress’ official budget analysts. Moreover, look-
ing ahead, the CBO estimates that all $170 billion of the Medicare surpluses and
$30 billion of the Social Security surpluses will need to be diverted to meet our cur-
rent obligations over the next 5 years.

At this critical juncture, with much of the Appropriations process still ahead, it
is vital that President Bush identify where spending will be cut in order to make
room for his initiatives, including a $18.4 billion boost to defense an enhanced Fed-
eral role in education as well as Medicare reform. Will farm subsidies have to be
slashed? What about tax credits for the working poor or housing programs? What
about prescription drugs? What about the missile defense shield?
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Additionally, I am growing increasingly concerned about recent statements from
Congressional Republicans that signify an about-face regarding Congress’ commit-
ment to protecting the Medicare Trust Funds. On four separate occasions over the
past 2 years, the Republican leadership has shepherded legislation to the floor that
not only dedicates the Social Security surplus but also the Medicare surplus to debt
reduction. At this time of weakened economic performance, I am deeply concerned
by the apparent willingness of Congressional Republicans’ to retreat from their com-
mitment to paying down the national debt. This departure from the path of debt
reduction, in addition to the ‘‘incredible shrinking surplus,’’ perpetuates economic
uncertainty within the financial markets, potentially doing real damage to today’s
sluggish economy.

Finally, it clearly appears that the President and his allies overcommitted and cut
the budget and fashioned the tax cut too close to the margin on the basis of overly
optimistic economic assumptions. Now, the President’s budget has us borrowing
against Social Security and Medicare, increasing our long term public debt and leav-
ing not a penny for fixing those programs.

I am eager to hear where the administration plans to make the budgetary adjust-
ments to meet our current obligations and their own spending priorities while ad-
hering to the Congressional mandate for debt reduction and protection of the Social
Security and Medicare trust funds.

Chairman NUSSLE. Mr. Spratt.
Mr. SPRATT. One clarification for the record. When you said that

you are requesting still the existing 302(a) allocation for discre-
tionary spending, do you mean that, plus the 18.4 billion?

Mr. DANIELS. Yes, sir; I am sorry, I probably spoke too casually.
The budget resolution, but I do mean to include the supplemental
request——

Mr. SPRATT. On top of that.
Mr. DANIELS. Yes, sir.
Chairman NUSSLE. Mr. Gutknecht.
Mr. GUTKNECHT. Thank you, Mr. Chairman.
I must say that listening to the testimony and looking at the

charts, I feel reassured. Frankly, some of the overheated rhetoric
we heard over the last several weeks coming out of Washington I
think has been unfair and in some respects misrepresented what
is happening with the budget. One of things I would like to really
make clear is that we heard the term, we had a $280 billion sur-
plus and now that surplus is gone. I just want to make it real clear
we never really had $280 billion in the bank. Wasn’t it a projected
surplus?

Mr. DANIELS. That is correct.
Mr. GUTKNECHT. So in some respects, I think all of this discus-

sion has been, as I say, unfair.
I want to come back to something else that was said earlier

about the shutdowns, because I think even there, there was some
misunderstanding of what happened. For those who weren’t here,
the shutdowns, in my opinion—and everybody is entitled to their
own opinions, we aren’t always entitled to our own facts—but the
shutdowns weren’t so much about CBO versus OMB. It was really
ultimately about spending. And, as I recall, the last number of
years where we have had budget impasses—in fact, I think the
budget that we are all concerned about today, the 2001 fiscal year
budget, the final numbers were agreed to, if I recall, after last
year’s election. In fact, I think it was in December when we finally
came to an agreement. And if I recall what the pivotal differences
were, the President wanted to spend more money than the Con-
gress wanted to spend; and, as a matter of fact, that goes back to
1995. The debate was never that the President was trying to slow-

VerDate 11-MAY-2000 11:30 Feb 25, 2002 Jkt 000000 PO 00000 Frm 00054 Fmt 6633 Sfmt 6602 H:\DOCS\HEARINGS\DONE\107-17\HBU248.000 HBUDGET1 PsN: HBUDG



51

down the spending of the Congress. The problem was that the
President continually wanted more money for the administration’s
proposals than the Congress wanted to give him.

Now, you weren’t here, Mr. Daniels, and you don’t have to com-
ment on that, but that is the way I remember it. One of the rea-
sons I am reassured by your testimony is that it sounds to me—
and I hope this is true—that this administration intends to be pull-
ing the rope in the opposite direction. You are going to be trying
to slowdown the growth in spending that perhaps Congress wants
to authorize and appropriate.

I want to come back to two points that I thought were very im-
portant and hopefully didn’t slip by members of this committee.
The first was that I think you made the point that this year we
will be paying a premium for debt reduction of $10 billion. Is that
correct? Did you say that?

Mr. DANIELS. I did.
Mr. GUTKNECHT. In other words, we are paying down debt faster

than the debt is actually coming due.
Mr. DANIELS. We are paying down some debt that is not yet due;

that is correct.
Mr. GUTKNECHT. And so we are paying a $10 billion premium to

do that. That is interesting, especially in light of some of the over-
heated rhetoric.

Mr. DANIELS. Let me just interject. Not to leave any confusion,
these are prudent premiums. These are simply present value pre-
miums more or less for debt that is not yet due. We are not yet
at the point, which at some stage we will reach under these projec-
tions, where you have to pay penalties to get people to turn over
their bonds early. So I don’t want any confusion——

Mr. GUTKNECHT. But in any event——
Mr. DANIELS. These were prudent repurchases.
Mr. GUTKNECHT. All right. But in any event, we are paying off

the debt as fast as it comes due right now.
The second point I think is important as well, that our former

colleague, Mark Newman, probably had the best regression analy-
sis of anybody I have ever seen, and I remember what he would
project in terms of revenue growth over the next 10 years or how-
ever long you wanted to go. I found it interesting that you are actu-
ally only using a little over 3 percent revenue growth, year to year,
for next year. Could you put that in the context of how much Fed-
eral revenue has grown? Do you have the numbers, or would one
of your staffers have the numbers of how much revenue has grown
to the Federal Government over the last 10 years?

Mr. DANIELS. I don’t have it on the top of my head, but it would
be well in excess of that, certainly, for the last few years where rev-
enue growth was very, very rapid and surprised everybody with
how rapid it is.

By the way, in case anybody is rummaging through the tables,
for apples to apples purposes, I put the corporate tax receipts 2
days earlier, where they otherwise would have fallen, just to make
sure we had an accurate capture of how rapid a growth—underly-
ing real growth, we were expecting. That is why I get 3.3 or some
such number.
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Mr. GUTKNECHT. My point is if I look at it historically, I think
over the last 10 years we have averaged almost 6 percent revenue
growth——

Mr. DANIELS. In that area.
Mr. GUTKNECHT. Perhaps you or Mr. Crippen can confirm that.

So to look at only slightly more than 3 percent revenue growth next
year, it seems to me you are using conservative numbers, and the
real goal here is to get the economy growing again, and as the
economy grows—and I think it will—we are going to find a lot of
the discussion we are having today is almost irrelevant next year.
We are still going to have to control spending. That is going to be
a big fight.

But I feel very reassured that you and your team down at your
administration have done a good job. I think you are on top of this,
and we would appreciate a little help and cooperation if it looks as
if we do have a little bit of a problem before the end of the fiscal
year. It seems to me that is very manageable. You can slow some
of the spendout rates. It may well be some defense contractors may
have to wait for a week to get paid.

There are other things you can do administratively, and frankly
if you need some help from us in the Congress, I think most of us
would be willing to help symbolically to make certain that we don’t
wind up in the situation that some people have talked about. And,
again, thank you.

Chairman NUSSLE. Mr. Clement.
Mr. CLEMENT. Thank you very much, Mr. Chairman, Mr. Spratt,

members of the committee.
Director Daniels, I know you have got a tough job advising the

President on the budget and all that, and we appreciate your being
here.

I have had town hall meetings in Tennessee during the break,
and they are very concerned about the economy, the softness in the
economy, the layoffs. They are concerned about the direction of our
country and feel like the present administration needs to show
more leadership, more direction, more vision, maybe more initia-
tives. The fact is, here the Federal Reserve Board wrenched up
those interest rates, about six or more interest rate increases, and
then started bringing them down. But when they started bringing
them down, it was too little too late. The tax cut doesn’t seem to
be kicking in or stimulating the economy much. I know you are
saying that by the fourth quarter, as I understand, we are going
to have a turnaround. But what stimulation are we going to have
between now and then to bring that turnaround?

Mr. DANIELS. First of all, Congressman, I think the folks in your
town hall meetings are showing a lot of common sense. They are
concentrating on the real issue, which is how is the economy doing;
what, if anything, can the Federal Government do to hasten its re-
covery? And, as I have said many times, it is the economy that is
struggling, not the finances of the Federal Government.

The first observation I would make is that the rebate tax relief
for which the Congress voted is only about halfway out the door so
far; so I think it is too soon to know how much effect it will have
or won’t have. I think we have just passed over the halfway mark
and therefore probably more than half the effect, whatever it will
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be, has yet to come. There is usually, economists tell me, a long
time lag on interest rate reductions, so we would hope that there
will be effects yet to be seen from the last couple three of those.
But I think that if the President were here, he would tell you that
he associates very much with the concern that you have reported,
and if what has occurred now doesn’t show sufficient signs in time,
then we will be looking for more action.

Mr. CLEMENT. Director Daniels, let me also ask you about trans-
portation. I am on the Transportation Committee, and the adminis-
tration’s mid-session review indicates that outlays for the highway
programs have been reduced for 2003 and beyond to reflect lower-
than-expected revenues to the Highway Trust Fund referred to on
page 26. But, given the economic benefits of highway construction
and maintenance, such as job creation, do you think it makes sense
to plan such a dramatic decrease in Federal funding for highways?

Mr. DANIELS. I don’t know, Congressman. Of course, spending on
transportation has gone up very, very sharply due to the direction
of Congress to require full use of trust fund revenues; so spending
rose with those, and rose to meet those levels and will still be very
high, I think, under any projection. But we would welcome your
input and that of others as future budgets are put together about
these—what I would call baseline forecast levels that you are look-
ing at, recognizing that this may be one form of spending that has
some more economic effect than others.

Mr. CLEMENT. Let me mention also about veterans—being a vet-
eran myself, and I feel like at times I am on the endangered spe-
cies list because we have fewer and fewer veterans serving in the
U.S. Congress—but the conference report on the budget resolution
included additional direct spending for veterans’ programs that the
President’s budget does not. Would the President veto a bill to im-
prove veterans’ benefits that is accommodated within the congres-
sional budget resolution, and would he require that spending be
offset; and is the White House considering additional cuts to veter-
ans’ programs other than eliminating the loan program?

Mr. DANIELS. Of course, the President did propose well over a
billion dollars in additional spending for veterans this year, and I
recognize it is a good chance that Congress will increase that fur-
ther. I won’t speculate on what, if anything, the President might
do, but I would just say given his commitment to veterans, it is
highly unlikely that certainly any bill within the budget resolution
could not meet with his approval.

Mr. CLEMENT. Now, I know the chairman mentioned a while ago
and Mr. Spratt talked about the weather. Naturally I want clement
weather rather than inclement weather, you understand that. And
I want to improve the economy and all, that is critically important
for all of us.

But you are saying in no uncertain terms—because the folks at
home ask me this all the time—are we or are we not tapping into
the Social Security Trust Fund? Because some of us are awful
proud of turning that corner and having surpluses rather than defi-
cits.

I know some want to always be talking about the Clinton Admin-
istration and blame everything on that. But we have a new watch
now—we have the Bush Administration. You have to take respon-
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sibility for what actions or what happens in the Bush Administra-
tion.

Are we or are we not going to tap into that Social Security Trust
Fund? Because my folks at home and now people all over the
United States do not want to tap into the Social Security Trust
Fund because that is a sacred contract between individuals and the
Federal Government.

Mr. DANIELS. You can and should tell them that there will never
be one dollar tapped out of the Social Security Trust Fund. It will
grow by every dollar that it is entitled to and you can tell them
that President Bush, as President, has promised every penny in So-
cial Security benefits will be paid, and we are doing that now with
no trouble at all. And we have $150-odd billion left over.

And the very recent—those are the sacred permanent commit-
ments, I would say, and they will be kept, and I am sure both par-
ties and certainly this administration is determined to keep them.

There is a very new commitment, a couple or 3 years old, not
60—got to be careful. Sununu is here. He will call me on this—not
60-plus years old, but a couple or 3 years old, that says, ‘‘Let’s
make sure that our total surplus is as big as the Social Security
surplus and we will use that money for debt reduction, and that
we intend to do.’’

Mr. CLEMENT. Thank you.
Chairman NUSSLE. Mr. Thornberry.
Mr. THORNBERRY. Thank you, Mr. Chairman. Director, I appre-

ciated your answer to Mr. Clement’s first question, because I do
think the key question before us is how do we get the economy
going again. I am somewhat amused by reports, press reports that
come out that say, oh, it is obvious the rebates are not working,
when as you just say they are maybe halfway out the door.

But, the real story, the rest of the story is we do have limited
tools in the tool box to deal with the economy, both Congress, the
administration, and the Federal Reserve. I appreciate your com-
ments that the administration will look at other tools if it appears
at the appropriate time that this tax relief is not working as we
would like it to do to stimulate the economy.

I think that the key point that has been made so far is to clear
up some of the confusion about these trust funds. As with my col-
leagues, I had town meetings and other meetings with constituents
over the break, and I am afraid that the way that some of the sto-
ries were written it caused undue distress with some folks who are
concerned that their Social Security or Medicare benefits may be
affected by those differing projections that go up and down.

Making the point that those benefits are not affected in any way,
adding to that the point you have made today that the size of the
trust fund is not affected in any way by these differing projects, I
take it a step further I guess in a way and that is the consistency
of the trust funds are not affected in any way. They still consist
of the same things they would have if we had a hundred billion dol-
lars more in surplus, or a hundred billion dollars less in surplus.
The trust funds are not only the same size, they are the same con-
sistency.

So thinking ahead or thinking about you, our challenges for the
future, that has not been altered. I want to get, I guess really I
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want to get to the point that I don’t think that we have talked
quite enough about; that is, the opportunity that these type budg-
ets give us to reexamine programs and agencies and spending. Mr.
Culberson and I come from a State where periodically every pro-
gram and every agency is reexamined because it expires and you
have got to take a new look at it to see whether you want to con-
tinue that program. They are sunsetted.

I am most struck by your chart 3 on page 6, which gives us the
average annual percentage growth by agency over the last 4 years,
and it shows, for example, HHS up an average of 11 percent, edu-
cation up an average of 10 percent. Those are pretty amazing num-
bers. Having been here during that time, I don’t think we have
adequately examined what is working, what is not, what is being
wasted, really taking a look at those programs. We have talked
about reforms of Social Security and Medicare. We have got to do
that. But would like to know what the administration has planned
for a wider examination.

I am interested in defense reform, among others. But if you look
at this chart and the increases without that kind of examination,
it seems to me that has got to be a focus as we move ahead. Can
you tell me what the administration has planned in that regard?

Mr. DANIELS. Yes, sir. First, let me notice—or take note that on
the chart you reference that incorporates the 2002 request that the
President has made or the—and so even with a year of more mod-
erate growth averaged in, you still have these numbers which, as
you point out, I think are pretty impressive in showing how rapid
the growth has been or I’m sure some would say how rapid the
catch-up has been for some of those departments.

Looking forward, it would certainly be our intention to bring to
the Congress in the budget proposals for 2003 and all subsequent
years as rigorous a review of the existing $1.9 trillion of spending
as we can. We were pretty, I think, candid in admitting this year
that given the abbreviated time for transition and so forth, we were
pretty cautious about suggesting reductions and eliminations of
programs and that sort of thing, trying not to be reckless, not to
post things that hadn’t been looked at carefully.

But we have been working very hard this year. We have re-
viewed very, very carefully trying to for the first time assign per-
formance ratings to many programs, and we do take it as an impor-
tant responsibility to come to the Congress with well thought out
suggestions for how—for where money could be redeployed from
older uses to newer ones.

I hope this is something that people, whatever their general out-
look about policy, could agree on. The better we are at ferreting out
the less productive uses of the taxpayers’ dollars, the more dollars
will be available. Then we can move on to the discussion about
what are the most important new needs and how much, what is
the right total and so forth.

I really do hope that as we become a little better about this, we
can have agreement that it is absolutely the starting point for good
public policy.

Mr. THORNBERRY. Thank you.
Chairman NUSSLE. Thank you. Mr. Moran.
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Mr. MORAN. Thank you, Chairman Nussle. You began this with
the fancy technology we have here by showing the dramatic change
in deficit spending that really began in 1981, went for almost 15
years and then there was a dramatic turnaround from deficit
spending to a balanced budget and ultimately to surplus spending.

Now, many of us feel that we are going right back again into
making the same mistake that we did in 1981, rushing pre-
maturely into a deeper tax cut than the economy can necessarily
afford, and thus jeopardizing our determination to balance our
budgets and give confidence to the financial markets.

Those surpluses that were achieved over the last 8 years were
despite the fact that the Republican led Congress consistently ap-
propriated less—excuse me, consistently appropriated more than
President Clinton requested in his budget estimates.

And my friend Mr. Thornberry has, I guess he just left, but he
was citing the mid-session review, page 5, where it talks about the
fact that spending in the Federal domestic agencies exploded dur-
ing the last 3 years, including growth of 45 percent in Health and
Human Services and 27 percent at the Department of Transpor-
tation. Then it says these departments can benefit from a period
of digestion without great growth beyond those expanded levels.

These were policy decisions that were made by the Republican
leadership, not to make this too partisan, but I think it needs to
be said that transportation is up because the Congress decided to
make trust funds flow through all gas taxes. That is why it is up.
It is a policy decision.

Health and Human Services is up primarily because of the in-
creases in the National Institutes of Health, which granted was
very much a bipartisan agreement, but we ought not to phrase
these statements in an accusatory manner. I think it is fair to say
that they have been at least bipartisan, if not at the initiative of
the Republican led Congress.

Now, Mr. Daniels, you have called the surplus in the Medicare
Hospital Insurance Trust Fund, and I quote, ‘‘an artificial overage
completely irrelevant to the future of Medicare benefits.’’

The budget resolution under which Congress operates treats the
Medicare Trust Fund as real and significant. In fact, if the budget
resolution reported by this committee and passed by the House and
Senate is upheld and followed, the additional $18.4 billion sought
by President Bush for defense this year can only be added to the
302(a) and 302(b) allocation for defense if the additional spending
does not encroach on the surplus in Medicare.

So regardless of how the Bush Administration and OMB regard
the Medicare Trust Fund surplus, Congress and the budget resolu-
tion passed by the Congress pay it great deference.

Let me quote for you what our chairman, Mr. Nussle, told Sec-
retary Woodridge at one of the most recent hearings when he was
here just a few weeks ago. Chairman Nussle said, ‘‘This Congress
will protect 100 percent of the Social Security and Hospital Insur-
ance Trust Funds, period, no speculation, no supposition, no projec-
tion.’’

Yet, the Bush Administration is telling Congress that despite our
lockbox legislation and other promises, the $18.4 billion addition
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for defense will be spent from Medicare Trust Fund surplus this
year if we intend to balance our spending with our revenue.

That is why we keep going back to these numbers, because there
is an inconsistency here, and in referring to the OMB forecast on
Table 3, page 8 of the mid-session review, OMB shows that to bal-
ance our budget you will have to use Medicare Trust Fund receipts
every year through 2006.

Obviously that includes the $18.4 billion in defense with inflation
in the outyears, but it doesn’t include any follow-on increment,
nothing for transformation.

In fact, the transformation of the military, which of course is
being discussed in the Armed Services authorization right now,
probably as we speak, by the committee, it has been the subject of
the Defense Department’s ongoing strategic review, as you know.
It is going to be very costly if it is to be effective in aligning our
national defense strategy with the threats and security needs of
the 21st century.

The administration does plan to address future year funding pri-
orities. We know that because we read that in the present state-
ments in the mid-session review. Secretary Rumsfeld has indicated
that 18.4 is only the first installment of necessary and substantial
future increases in defense spending.

So how, with this revised budgetary scenario, are longer term de-
fense spending plans going to be affected? That would be the first
question, and I think one of overriding importance right now.

Mr. DANIELS. Well, I was asked this question a little earlier, and
my answer would be the same, that first of all this is a significant
first step, not to be underestimated. It does add to 200 billion, 198
billion or 209 in authority over the time period. So I don’t know
how much more might prove required, but we should note the di-
mension of this. Yet there remains, before we touch the first dollar,
as I hope we certainly will of the embedded spending base, the Fed-
eral Government, including the Pentagon, by the way, there re-
mains uncommitted $600 billion above and beyond Social Security
surpluses for purposes like this.

You didn’t ask about Medicare, but do I want to point out that
in the mid-session review the money set aside or proposed for
Medicare reform, including prescription drugs, was increased from
our earlier estimate. The $300 billion that is in the budget resolu-
tion I think is somebody’s sort of good faith place holder, but it is
not based on a real plan and in our judgment is more expensive
than is necessary, particularly if real reform is part, as it must be,
of the package.

We increased ours from 153 to 190 billion, and that is over 8
years. So instead of an average 15 a year, it is an average of 24,
about halfway to the average of 30 that is in the place holder fig-
ure. I am just trying to suggest that we not overlook the sort of
forest here, which is that by either set of projections, ours or Dr.
Crippen’s, there is vastly more money scheduled to arrive in the
Federal till after the tax relief that has been passed than we need
for today’s purposes. We can work on an accommodation of tomor-
row’s purposes some mix of those within the available funds, I am
quite confident.
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Mr. MORAN. Well, I heard your first response, and I know this
is consistent with it. But we keep coming back, showing that in
order to balance the budget, the receipts are not there this year un-
less you are including receipts from Medicare—and, in fact, even
Social Security—to the tune of $9 billion in Social Security, and
that is our concern. We are also looking at the fact that discre-
tionary spending has gone up, and we have got all of those other
commitments that we are talking about, what, $190 something bil-
lion, but that is over a 10-year period, for defense. That appears
to be inconsistent with what the Defense Department is anticipat-
ing. We have also got spending levels in our appropriation bills,
even ones that have already passed the House, that are consist-
ently above the estimates that you are attempting. Would you an-
ticipate at this point recommending that the President veto any of
these appropriation bills?

Mr. DANIELS. Again, I don’t—I try never to anticipate or specu-
late on what the President might do—very hopeful that there will
not be vetoes necessary this season. I really don’t see any reason
for it, because I believe we see leadership of both parties, Senator
Daschle yesterday in his comments, for instance, moving toward
something I believe this committee ought to feel really good about,
which is appropriations bills that fit within the framework of the
budget resolution, and here I am footnoting that to include the
President’s supplemental, or I am sorry, amendment request for de-
fense, that fit within that and honor all of our commitments, in-
cluding preservation of the Social Security surplus.

So I don’t see why we should have to get to that point, although
the President retains the tool and the resolve if need be.

Mr. MORAN. We will see. Thank you.
Mr. DANIELS. Thank you.
Chairman NUSSLE. Mr. Hastings.
Mr. HASTINGS. Thank you, Mr. Chairman. Mr. Daniels, thank

you for being here.
When your report came out and when the CBO report came out,

we were all home and we heard the initial reaction come out, albeit
somewhat negative. But I have to tell you since I have been back
here and listening to you and the testimony and at least listening
to even the people on—my colleagues on the other side of the aisle,
I have to be very optimistic, because the point I think needs to be
made again, and that is that we are going to have the second larg-
est surplus that we have ever had this year.

The economic outlook from your organization and CBO is very
strong, albeit a slow area, and we are on track to pay down the na-
tional debt.

But there is another point that has come across loud and clear
that I am very pleased to have heard. That is that everybody is
concerned that we do not—I will put it this way—tap into Social
Security or Medicare. People on both sides of the aisle agree; that
is, we should not. You have been very emphatic in stating where
the President is. Frankly, I don’t know why that question keeps
getting asked over and over and over, unless there is an underlying
reason that it should be asked that has nothing to do with policy.

There is one ingredient that is left out that has been touched on
that maybe is not emphasized enough. That is what we can control
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here in the Congress; that is the issue of spending. Now, we can’t
control what the revenue expectations are. The economy is going to
make that judgment. The economic outlook is—again, our capitalis-
tic system will make that determination, but what we do have con-
trol over is the spending part. And the chairman emphasized this
right from the get go, which is a matter of priorities.

I just want to once again ask you, and ask you to reemphasize
that in the President’s budget, 2002 budget which we are now de-
bating, if we live within the budget resolution we can fund all of
the priorities that certainly we have put in our budget resolution,
but what the President has also talked about during the campaign
and now that he has been President. Is that essentially correct?

Mr. DANIELS. Yes, that is correct.
Mr. HASTINGS. One other thing that I want to talk about, en-

tirely unrelated to this but worth talking about because we are
talking about paying down the debt. We are still on course of re-
deeming all of the debt that is redeemable?

First of all, for the record, explain what you mean by redeemable
debt and paying down.

Mr. DANIELS. I generally use the term ‘‘maximum retireable
debt’’ to refer to the maximum amount that we can pay back with-
out being boneheaded about it; that is to say, beyond a certain
point—all of the economists we have consulted, the Fed is in the
very same place, and I think so with CBO—beyond a certain point,
scarcity of the remaining debt, as you try to buy in debt that is not
due yet, leads the holders to demand a premium. Beyond some
point that premium it is not smart to pay and no administration
would do it.

So that is the issue there. You know, whatever number one sees
here doesn’t really change anything fundamental. We can achieve
that as we can under our projections and CBO’s. We can achieve
that kind of debt reduction.

We will have driven debt as a percentage of the budget, a per-
centage of the economy, down to levels we haven’t seen since the
First World War, essentially will disappear as a factor, and that is
something that we ought to try for there. You still are going to get
that effect under any of the scenarios that we have been discuss-
ing.

Mr. HASTINGS. That leads to a potential challenge that we have
in 10 years or so, when all of the redeemable debt is paid down and
we are running surpluses. What is the government—how do we
react to that?

Mr. DANIELS. A very important issue, as Chairman Greenspan
and many others—it gets here a lot faster than 10 years. As cash
piles up, if and when cash piles up in Federal hands for which
there is no prudent use, one of two things can happen. Someone
will think of an imprudent use, like more spending, which would
be a danger, or as you are beginning to hear the rumbles now, peo-
ple who would like to see the Federal Government keep its hands
on all of that extra money so no problem, we will invest it in the
private economy.

There is a real fundamental disagreement and a good debate we
may have 1 day before that long as those surpluses continue to ac-
cumulate, and I think the President’s position would be, is, that is
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not a good idea at all, the Federal Government to own a large part
of the private economy.

But there are voices who see it otherwise, and as the surpluses
accumulate, I think that debate will start in earnest.

Mr. HASTINGS. There is one other option, too. That is further re-
duction on the taxes of the American people, because obviously you
are overpaying. So I certainly hope that would be a part of that dis-
cussion.

Thank you very much.
Chairman NUSSLE. Mrs. McCarthy.
Mrs. MCCARTHY. Thank you, Mr. Chairman. Thank you, Mr.

Daniels, for your patience with all of us.
You know, I listen to all of my colleagues on both sides of the

aisle. I have a hard time sitting here because I am probably one
of the most—consider myself fairly conservative on an awful lot of
issues.

But anyway with that being said, I sit here and I think the Fed-
eral Government does have an important role for this country. We
talk about tax refunds and things like that, and I think everybody
certainly does like them. But if we didn’t have the moneys we
wouldn’t be able to take care of our veterans, we wouldn’t be able
to take care of transportation, which is so important for this coun-
try. We wouldn’t be able to take care of the health care needs that
this whole country needs. That is what the Federal role is.

Unfortunately, those costs do go up and we do have to account
for that. I sit on the Education Committee, and we bipartisanly
worked hand in hand, Republicans and Democrats and certainly
with the administration, to pass a really good education bill. Now,
the President’s budget was $7 billion, and still continuing to work
with the President. Our bill came out on the floor with a $5 billion
increase over what the budget was for 2002. From my understand-
ing from the colleagues of the Senate it is even double that, I be-
lieve.

Because I believe in education so much and I do believe that the
Federal Government does have a strong role, because there are
States that just don’t have the money to put into education, if we
are going to make education, as I agree with the President that we
should be doing and I was thrilled to see him talking about it dur-
ing the whole August recess, that I am concerned when we start
talking about not having the kind of moneys that we are going to
need.

What does it look like in the future, and that is not even talking
about IDEA, which a majority of us here in the House certainly
want to fully support, because that was a mandate that we have
never fully succeeded our obligation as far as I am concerned. I
think the American people would agree with all of us that we have
to make sure the funds are there. I am asking, what does the ad-
ministration see in the future as far as appropriations for edu-
cation?

Mr. DANIELS. I think the President would look forward to stead-
ily increasing investment in education, and obviously proposes that
for this year. I would expect that the budget resolution will prob-
ably—I am sorry, that the appropriations coming out of the resolu-
tion or under the resolution will come back with perhaps more than
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he proposed, that we can probably work that out. There is room to
do it.

Likewise, I would hope for the future—as I say, we see escalating
revenues, escalating surpluses, and we ought to consider ourselves
fortunate to serve in a time like this. I mean, there always will be
problems and we always will find something to wrestle and argue
about. But a very few years ago the idea of a balanced budget was
thought to be a hopeless mirage and now we have shot past bal-
anced, and 160, $170 billion of surplus.

We do have the wherewithal to deal with our problems as we
agree which are the most important, and there is certainly that
agreement about education. So I would look to an increasing Fed-
eral level of support.

Mrs. MCCARTHY. Just to follow up a little bit, because certainly
with the balanced budget, you know we pay as we go and some-
where you are going to have cuts. My concern is where are those
cuts going to come from? I mean——

Mr. DANIELS. I don’t give up that easy. Because we have increas-
ing revenues, tens of billions of dollars of new revenues coming in
each and every year. That should accommodate that, plus, you
know, some—if by cuts you mean trying to identify old spending
that is not as valuable as the new spending, we ought to be able
to find some of that. And, think of the numbers we worry over and
haggle over, a billion, a few billion dollars, 10 billion. Ten billion
dollars is one-half of 1 percent. What business couldn’t find one-
half of 1 percent somewhere if it had an urgent, important need,
for instance education, to devote it to.

So I think that we can do those things and we ought to resolve
together to do them.

Mrs. MCCARTHY. I thank you.
Chairman NUSSLE. Mr. Culberson.
Mr. CULBERSON. Thank you, Mr. Chairman.
Mr. Daniels, in the brief time I have got with you, I first of all

want to thank you and the President for your focus on the fact that
the taxpayers of this country are paying on overcharge, and your
focus on ensuring that we maintain a balanced budgeted is tremen-
dously important for the continued economic growth of the country
and vitally, vitally important I think for the long term in this Na-
tion.

I wanted to ask you, of course the terminology we use in any de-
bate is vitally important, not only to make sure that we are accu-
rately framing the debate for our own purposes as policy makers,
but also for the listeners, for the American taxpayers.

I wanted to follow up on some of your comments earlier about
the tax overcharge because that is indeed what it is. Of every $100
that the Federal Government spends, how many of those dollars
come in as a result of tax collections? Ninety-nine out of a hundred
dollars or—tax dollars collected from the American people?

Mr. DANIELS. Well, if I understand your question, Congressman,
at present you would say a dollar fourteen came in for every dollar
spent, more or less.

Mr. CULBERSON. Right. But essentially virtually all of the money
the Federal Government spends is as a result of tax collections is
my point.
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Mr. DANIELS. Yes, sir.
Mr. CULBERSON. Therefore I wanted to ask, because I notice in

your presentation today, in all of the documents that you have
given to us you refer to a budget surplus. I think that is confusing
to a lot of people because in fact it is a tax surplus.

As Chairman Nussle has correctly pointed out in all of his pres-
entations, you will note all of the documentation produced by the
Budget Committee refers to the surplus as a tax surplus. I think
that is an accurate statement, wouldn’t you agree, that it is a tax
surplus rather than a budget surplus?

Mr. DANIELS. That may be a better term, yes, sir.
Mr. CULBERSON. I would encourage you, if you could, ask if you

and the President, the Office of Management and Budget could
adopt that terminology, because I think it is very important for all
of us in Congress as we debate this surplus, that we understand
that it is a tax surplus, and very important in communicating to
the public that it is not a budget surplus, it is a tax surplus. It is
not money that needs to be spent, it does indeed represent tax rev-
enue collected from the American people, and in that sense it is a
tax surplus, and I would ask if you could adopt that terminology.
Is that something that you could do?

Mr. DANIELS. Well, thank you for your suggestion.
Mr. CULBERSON. And also I wanted to ask, if I could, Mr. Dan-

iels, that from—based on your knowledge of the history of the Con-
gress and the budgets that have been proposed over the—certainly
over my lifetime since 1955—of course the best way to measure fu-
ture performance is past history. Haven’t the—when were the first
balanced budgets over that—since 1955 when were the first bal-
anced budgets passed by Congress?

Mr. DANIELS. Well, you will test my history, Congressman, but
1969 I believe. Perhaps in the late 1950’s, but 1969. Then we lost
all contact with that goal for a long, long time and then Congress
achieved it just in 1997, I guess.

Mr. CULBERSON. But it has clearly been a result of the Repub-
lican Congress, that once the Republican Congress came in Janu-
ary 1995 it seems to me is when we turned that corner and began
to pass balanced budgets?

Mr. DANIELS. I am going to leave causality to this committee to
debate among itself. I have usually described it as a bipartisan
achievement, and I think that is probably a good way for history
to record it.

Mr. CULBERSON. Well, I do thank you for your work and I am
very pleased to support the President’s budget and help in any way
that I can. Thank you.

Chairman NUSSLE. Mr. Capuano.
Mr. CAPUANO. Thank you, Mr. Chairman.
Mr. Director, I want to—so many concerns and so little time. So

I want to run through a couple of them quickly if I can.
First of all, to focus on the marginal issues, the 1 percent of this,

the 2 percent of that is a little disingenuous, because everything we
ever discuss around here is 1 percent of this or 2 percent of that.
So therefore—I mean, I know your intent is to minimize some of
the issues. I understand that, and I respect that. But nonetheless,
in my opinion, it is a little disingenuous, particularly when as we
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just discussed earlier, people at home are getting $300 checks or
$600 checks or $1.75 checks.

For most people, most taxpayers, that is less than 1 percent of
their gross income, yet I haven’t heard anybody talk in terms of the
tax rebate in dismissive terms, such as 1 percent of this and 2 per-
cent of that.

Therefore I would just as soon get off of the marginal issues be-
cause they are not relevant to the average person at home. We all
know that to find one-half of a percent of anything in any budget
in the government issue, no matter what level the government is,
is a difficult thing, because so many of us have so many different
priorities. That is the struggle. Can it be done? Sure. Any one of
us can do it, but that is not the way this government is set up. It
is a very difficult thing to do.

As far as the argument that because the trust funds have all
been treated as such and such, they have always meant nothing,
we have always done the same thing, and therefore we should con-
tinue to do the same thing, to me is an incredible statement.

I have only been here in the last couple of years, but I am actu-
ally very happy to be here in times of surpluses and not deficits,
because we do have an opportunity to change what I consider to
be bad past practices, many of them—one of the largest of which,
in my opinion, is raiding the Social Security Trust Fund and is
raiding the Medicare Trust Fund. My opinion, I understand you
disagree. So be it.

But I think it is an important thing to do, and I think it is an
important thing to do not because of today’s recipients. I have
never been part of the group that wants to scare anybody about
today. But I am also concerned about tomorrow. I am concerned
about myself and my children and my grandchildren yet unborn
that they have the same opportunities my parents and I both have.

I agree with you, there is no concern about today, but I am con-
cerned about tomorrow, and what we do today certainly impacts
what happens tomorrow.

So as far as I am concerned, simply because the trust funds have
all been treated in a bad way is no argument to continue doing so,
especially when we sit here with surpluses that we can do some-
thing about.

As far as the trust funds themselves and how they do it, I know
that I have no intention of—or no hope of changing your opinions.
I know that. But on an equal level you have no hope of changing
mine either. A trust fund at home in my old life, when I practiced
law, people always saw it as money put aside in a sacrosanct box.
I know that Social Security is not the same thing. But if you did
something with trust fund moneys that were not intended by the
trust fund and you got caught, you went to jail. You still do, not
used to, still do. And yet this government for years has been doing
it, and not only does no one go to jail, they seem to be proud of
it. We have an opportunity to change that. We should. We need to.

And therefore I—it is fine by me if you want to use a different
term, because it is not a trust fund per se. I know that. I respect
that. I didn’t make up the term. I didn’t call it that. Call it any-
thing you want to. Call it a specific tax source account. Call it a
dedicated account, because that is all it is, an accounting mecha-
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nism. I respect that. I accept it. But when you have that account
and you use money that comes from a specific tax source that is
supposed to go to that specific account and you use it for something
else, anything else, you haven’t been honest with the American tax-
payers.

I know that we haven’t done it. I understand. The President him-
self, and I agree with him. In times of recession or war, sure, you
have to do some things that are a little difficult. We don’t have a
recession at the moment, thank God, and we are not at war, thank
God. So that being the case, we shouldn’t be using that money for
anything else. This Congress has been clear on that. The President
has been repeatedly clear on that. I understand that right now we
might be in a debate as to whether we are or are not, and I am
not ready to make that debate today, because I know that numbers
are numbers and they are estimates at the moment. We will know
whether we are or are not before the end of the year. But right now
we are not sure.

If it is so easy, if it is easy just to wipe away all of our concerns
about the trust fund by putting more IOUs into the trust fund ac-
count, I have two questions.

Number one is, under the President’s proposal, how are people
supposed to invest that money if we take 2 percent of their money
and put it into stock funds or whatever we want to put it into with
IOUs? Am I supposed to go buy and invest my money with IOUs?
I don’t think I can call Fidelity up right now and say, I really will
pay you a few thousand dollars 20 years from now if you let me
invest right now in the Magellan Fund. If that is so easy, why don’t
we just do it? Or if it is so easy to put IOUs in and not worry about
it, why don’t we put a lot more IOUs in right now and print them
up? We can go down to Treasury right now and print them all up,
and put them into the trust fund and we don’t have to worry about
the Social Security Trust Fund or the Medicare Trust Fund ever
going bankrupt, because it is the easiest thing in the world.

Everything that I have heard today tells me what is the big deal?
Just put some more IOUs in that trust fund and we never have to
worry about it. Now, I know that your answers are not going to be
what I am looking for. I know that. I will tell you that everybody
I know at home, up until the last couple of months everybody I
heard or read, now all of a sudden some of these so-called pundits,
and amazing to me, they are all relying on newspaper reporters to
tell us what to do. That is what we seem to be doing now.

Up until now everybody was on the same page. The Social Secu-
rity Trust Fund should be sacrosanct, again absent war and reces-
sion and other extraordinary circumstances. We are not in that
now. What has changed? What has changed? Why shouldn’t that
fund be sacrosanct? Why shouldn’t every dollar of FICA taxes, be-
cause that is what they are, being paid by Americans not be put
aside for them, their children, their grandchildren forever and ever,
amen.

Mr. DANIELS. Well, Congressman, I think we agree on a lot more
than you might assume. Let me just touch three things. Number
one, if there ever were a raid on the trust funds, I, this administra-
tion would be entirely with you in seeking to find out who did it
and why? If somebody came to me tomorrow and said, we just
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checked, the Medicare Trust Fund doesn’t have $234 billion, it has
$224 billion, what would we do? We would start a criminal proceed-
ing to find out who did it. That is not going to happen. Never will.
And I tried to explain earlier why it is not related to how much
surplus we finally run.

You say we should not use the money for any other purpose.
Well, we do use the money. We use the money to pay down debt,
which is something we all agree on. We are only talking about how
much of that is the right amount to pay.

Lastly, I would simply associate really with your last comments,
and I think the President would, too, that the details will be very
difficult to work out. It is really—it is exactly the direction that the
President has suggested, that at least some of the FICA taxes peo-
ple pay ought to be theirs. They ought to own them in a way that
they do not own them today. Those FICA taxes your constituents
pay go right——

Mr. CAPUANO. Excuse me. Explain to me, if there is no money
in the trust fund, how can they own an IOU? Is that what you
want them to own?

Mr. DANIELS. After reform?
Mr. CAPUANO. If you get everything you want.
Mr. DANIELS. The President has not chosen a plan. There is a

commission looking at a variety of ways to do it. But the principle
that you raise is one that the President has endorsed, and that is
that a piece of any—of a worker’s contribution would go not to the
Federal Government to be used for debt reduction or any other pur-
pose, but that a piece of it would go to an account owned by that
person, just as, you know, millions and millions of 401(k) plans and
so forth exist in the private sector, to be invested at the discretion
of that person.

Mr. CAPUANO. I don’t mean to be argumentative, Mr. Director,
but a 401(k) is real cash, real money in a real account. It is not
IOUs that I pick up the phone and I call my broker on, it is real
cash. You have been spending all morning telling me that the trust
funds don’t have real cash in them, all they have is IOUs, which
I understand.

Mr. DANIELS. Well, you are making the arguments for the Presi-
dent’s reform of Social Security, and I thank you for it. You are
making exactly the right argument.

Mr. CAPUANO. If the President wants to get cash in those ac-
counts in the Social Security Trust Fund, we are on the same page.
What we do with that cash once it gets there is a different issue,
number one. Number two is why can’t we start now? So we only
get to get cash in the account if and when the President gets every-
thing that we wants? Other than that there will be no cash in the
account at any point in the near future?

Mr. DANIELS. No. My only question here is, you know, who is we?
It ought not be—the we who is deciding what to do here ought to
become the American people individually, one family by one family.
They ought to be—the President would say, at least for a part of
the Social Security system, they ought to be empowered to own
that and to decide, they decide, not all powerful trustees some-
where in Washington decide, how that money should be invested.
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It would grow more quickly than the promises those bonds rep-
resent.

So I would associate very much with the spirit of what you are
saying. And obviously the details are very tricky and—but, you
know, thank you. I think that you have illuminated a very really
important difference between the system that served us well for a
long time and the system we need for the future.

Mr. CAPUANO. You may have missed the point, that I also illumi-
nated the problem that we have right now. We don’t have to wait
for any changes in the Social Security system, we could do it right
now.

Chairman NUSSLE. Mr. Brown.
Mr. BROWN. Thank you, Mr. Chairman.
Mr. Daniels, let me see if I can kind of follow up on what the

Congressman is talking about. The way I understand it the Social
Security Trust Fund is the proceeds of all of the amount of money
that has been collected for some period of time. What the new plan
is to take the proceeds from the Social Security Trust Fund and
pay down the debt, the public debt I guess or private debt, and
then there is an IOU then from the Federal Government to the So-
cial Security Trust Fund. Is that fact correct?

Mr. DANIELS. That is correct, Congressman, that the funds until
very, very recently were used to pay the ongoing costs of govern-
ment, to pay for defense or the FBI or, you know, to run the na-
tional parks. When Congress achieved a true—a balanced budget
and began to—and finally built it to the size that it is today, there
has been an agreement to use those extra moneys to pay down the
national debt. That is what—we have talked about that quite a lot
today.

Mr. BROWN. What kind of return does the Social Security Trust
Fund receive from that IOU?

Mr. DANIELS. It receives a standard Treasury rate, in the neigh-
borhood of 5 percent I guess right now.

Mr. BROWN. Then how——
Mr. DANIELS. Maybe a little less than 5. I am sorry.
Mr. BROWN. Because I have always heard that we are getting

something like a 2 percent return.
Mr. DANIELS. This may be referring to what a worker can expect

in terms of the return on the money. Workers send money in for
their careers. That goes out the door, at least all that is needed
goes out the door to pay the retirees of that day. When you com-
pare what the worker after retirement receives from today’s Social
Security system, the way it is set up, compare that to what they
paid in all of those years, you get a very, very poor return. Prob-
ably less than 2 percent for most people. However, on in the future,
if we don’t change the system, it will be less than zero.

Mr. BROWN. OK. I guess that is one of the things that I kind of
committed to come up here to try to be sure that those recipients
were going to be getting a better return on their investment, be it
investing stocks or some other instrument. And that would cer-
tainly try to expand on that and trying to fulfill that commitment.

You don’t see any further enhancement of that return, be it the
Treasury bill rate or some other rate? I mean, I don’t have any
problem with the philosophy of doing that because my Keogh plan
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and my IRA, I have got it with a savings and loan, but I’m not sure
that dollar is not sitting in that savings and loan; they have taken
that money and invested it out, and it is maybe a loan or some
other instrument out there.

So I don’t think that money is sitting there, neither would I ever
believe that the Social Security trust fund had money in it. If it
didn’t have that money working, it wouldn’t get any return. Is that
correct?

Mr. DANIELS. Yes, sir. Almost half of the surplus, the increase in
the Social Security trust fund this year will come from the interests
it accrued as opposed to FICA taxes in, minus benefits out. Almost
half of it will come from the interest. So it gets credit for interest
on the bonds that sit there.

Mr. BROWN. That would be my goal, to enhance that return to
much greater than the 2 percent.

Mr. DANIELS. By moving it into different——
Mr. BROWN. I am proud. As I went around my district, the tax

surplus check that came back to me, I carried it around in my
pocket because I like to keep it close to my heart, because I think
unprecedented in the history of this nation that we sent a refund
check back. I don’t know if we ever did it before.

I am grateful for it. The people I talk to in my district are happy
that they are getting those checks. And I tell you, I guess it is good
that they are getting them in sort of incremental stages too, rather
than getting it in one big flash, because now they all got something
to expect.

Mr. DANIELS. I am glad you reminded me, because I am pretty
sure Mrs. Daniels is carrying it close to her heart, because I
haven’t seen ours yet. I think it was due last week.

Mr. BROWN. Thank you very much.
Chairman NUSSLE. ‘‘Stimulate’’ is the key word here. There is

more economic growth if you go out and spend that thing, Henry.
Mr. Matheson is next. Well, if you will yield, Mr. Holt.
Mr. HOLT. Mr. Brown, I would be happy to help you get that

money into the economy if you need some help with that. Mr. Dan-
iels, thank you for coming and bearing with us.

I would like to follow on some of the questioning from Ms.
McCarthy.

First of all, I think you have looked at the CBO report. I want
to make sure I understand the—in the way CBO and OMB has
dealt with the President’s education—or with the education budget
numbers.

What do they include? And in general terms, what do you include
that they don’t include?

Mr. DANIELS. Yes. There is an important difference. They, CBO,
will not assume policy that Congress has not enacted, as they
should not do. So they will have taken—Dan can correct me if I
misspeak in any way. I believe they will have taken the final level
for 2001, whether it is education or anything else, and inflated that
to a so-called current services level.

We arrive at ours through a different way, which is to take the
President’s proposal, which was for an increase, and apply it to our
number as though Congress had passed it. So, in an area where
the President proposed a significant real increase, like education,
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we would have a higher number than they would. There could be
areas where the President proposed no increase, and their number
would look higher than ours.

Mr. HOLT. Now, you probably know that the House 302b alloca-
tions for education are roughly $4 billion above the President’s re-
quest. Now, the President’s request also removed some funding, the
Department of Labor and the Department of Health and Human
Services. And right now in the Appropriations Committee, they are
putting some of that back in, I am told.

Now, that seems that it will leave us with maybe a billion dollars
or so to devote to education, which is several—3 or $4 billion short
of what has been authorized this year under the Elementary and
Secondary Education Act, ESEA. I think I heard you say to Mrs.
McCarthy that you are sure we can find some money to do better
than the President’s budget, maybe not everything that is in the
House authorization, but somewhat better. Did I hear you correctly
on that?

Mr. DANIELS. Yes, you did.
I mean, I think the starting point here is, one thing we are very

assured of is there will be substantially more education spending
this year than in any year past. The President’s proposal alone
would get you there. Secondly, the budget resolution does have
room for $5.6 billion more than the President requested. The rea-
son for that is that we had requested or suggested an emergency
reserve. We thought it would be a—a prudent way to budget in ad-
vance for what we thought was the sort of an average projection
of what we might have next year in unforeseen spending, true
emergencies.

Congress did not agree. That amount of money was left in the
budget resolution totals. And I am sure a good piece of it will find
its way into education, that being high priority for so many Mem-
bers.

Mr. HOLT. This will be possible, as I understand it, because some
of the Medicare surplus, the HI surplus, will be available for gen-
eral purposes. I mean, that is what the numbers show, you know,
and just 6 months ago, or less than that, we met in this room and
we heard that we could have it all.

You said that we could fund national priorities like education,
and you could preserve Social Security and Medicare surpluses,
and give the American people a very large tax cut and pay down
the debt. At that same time, many of us, most of us here in the
House were talking about lockboxing, so to speak, the Medicare
and Social Security funds.

The President had previously said that he approves lockboxing,
the lockboxing of Medicare and Social Security. And although I—
I couldn’t find the phrase from your testimony—subsequently the
Secretary of the Treasury has said, we have dedicated every dollar
of Social Security and Medicare money to come in to pay down the
public debt so that we are honoring the idea that Social Security
and Medicare money should be used only for those purposes.

So you are now saying, though, that some of that Medicare
money can be used for education expenses, not just to pay down the
debt? In other words, you pay down the debt a little more slowly?
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Mr. DANIELS. Well, of course, as we see it, all Medicare money
and 50 billion more is needed just to pay for Medicare, not for any
other purpose. So this is sort of a conceptual difference that we
have talked about many times. Those are the facts about Medi-
care’s revenues and its costs.

One fine point, the President never has spoken to a Medicare
lockbox ever. Not this year, not in his campaign. He has always
taken the viewpoint that I just expressed, that we should recognize
the reality, which is that Medicare does not run a surplus or any-
thing close to it.

Now, on the—a point about what was—what seemed to be the
state of play a few months ago, I think you are quite right. I guess
my observation would be that as Congressman Spratt led us
through the change in the picture over those last few months, 46
billion, more or less, is the number attributable to the change in
economic circumstances, to the drop-off due to the economy, and
that right there more than explains the fact that the surplus now
is only as big as Social Security’s surplus, not bigger than Social
Security’s surplus, the Part A as it seemed a few months ago.

Mr. HOLT. Although, as Mr. Spratt made clear earlier today, that
is not just technical adjustments or economic downturn, it is mostly
decisions that have been made here in Congress with the blessing
of the President.

Mr. DANIELS. Right. Without quarreling with that, I am just say-
ing that the 46 billion that is economic downturn, exceeds by $12
billion the Medicare Part A surplus for this year. So just trying to
answer your question about the—why the change.

Mr. HOLT. OK. Well, so that the—the lockboxes that we were
talking about earlier, you called them a fiction then, and you still
think that is a fiction. I guess you did say that it was a fiction that
might stop people from spending money, and now it seems to me
that you are violating even that fiction and making this Medicare
money available to be spent on other purposes.

Mr. DANIELS. Well, to repeat myself, I think all of the Medicare
money is spent for Medicare. Every penny. And we are still very
committed, the President is very committed to spending restraint.
So nothing—simply calling it as we see it about the—how this real-
ly works, what really does and doesn’t affect the trust funds and
so forth, has nothing to do with the President’s commitment to re-
straining spending and preserving enormous surpluses like the one
we see for this year.

Mr. HOLT. Thank you, Mr. Daniels.
Chairman NUSSLE. Mr. Matheson.
Mr. MATHESON. Thank you, Mr. Chairman.
Mr. Daniels, you have been in that seat for a long time, and an-

swered lots of question. We both made it. No, maybe one more.
Sorry about that. I just had three items I wanted to run past you
quickly.

First, I just want to associate myself with the comments of Mr.
Clement earlier about, I am also on the Transportation Committee,
and while I think there are a number of factors in terms of our
economy and economic growth that are clearly beyond what the
Federal Government does, there is one activity that I did—do think
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is critical, that is, commitment to maintaining our transportation
infrastructure, in terms of highways, aviation and our ports.

Being a member of that committee, I think there is real biparti-
san support in being committed to maintaining that infrastructure.
So I just wanted to associate myself with Mr. Clement’s comments
earlier.

Secondly, the issue of trying to be responsible about spending. It
is an issue that we have a number of us talk about today. I really
think that it is—the challenges are a bipartisan challenge. I don’t
think one party or the other has any big hold on being good or bad
about spending.

As we move forward in trying to be intelligent and responsible
with our spending, you mentioned, in terms of making rec-
ommendations about spending to Congress, that the President will
be a participant if necessary. You mentioned that in your opening
comments.

I am curious if there is a sense of what is necessary? When is
that point going to be made where the administration is going to
come up with additional specific spending recommendations to
work with Congress in that effort?

Mr. DANIELS. Well, I think you can look for new spending rec-
ommendations in January of 2002.

There won’t be any additional spending recommendations, I don’t
imagine, for this year. We will have, I think, a fresh and probably
fairly lengthy set on both the growth and the redeployment side for
the budget that is a few months ahead of us.

Mr. MATHESON. To the extent we have passed legislation, for ex-
ample, in the House, we passed an energy bill just before we went
on recess. It contained a number of additional revenue adjustments
that affect our budget situation. It did not include any offsets at
the time from the House version, and I know we got to go through
the Senate process, so I don’t want to get ahead of things too much.

When legislation such as that moves through Congress, would
the administration like to see offsetting spending or adjustments to
offset the costs of those new pieces of legislation?

Mr. DANIELS. Well, often, yes, that would be most welcome.
The bill that the House passed is substantially above anything

the President had requested. So if the Senate had a similar view,
we would have to work together to look for offsets.

But, you know, like you, I don’t know where we are going there.
Mr. MATHESON. One last item that I just wanted to mention. We

all know the uncertainty of projections. You certainly know that in
the job you are in now, and know that from the business world as
well. It seems to me that in terms of when we make plans for the
future, 1 year, let alone a 10-year budget, that with the uncertainty
associated with the projections, maybe there ought to be a little
margin for error.

What are your thoughts about how we ought to be looking at
that, and should we be incorporating some margin for error in our
budget projections?

Mr. DANIELS. I not only think so, but I believe that we have. The
budget, as we presented it, had a trillion dollars, so-called contin-
gency reserve for the—and then I think that we were pretty direct
in saying that we assumed that a substantial portion of that would
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go to—at this point, unknown new needs, Medicare reform and de-
fense and so forth.

One reason to project things that way was to the guard against
misses on the down side. And that we still have a multi-hundred
billion dollar uncommitted number there, and I think that is pru-
dent, probably should be a part of each long-term budget.

Mr. MATHESON. That is what I wanted to follow up on. I remem-
ber the contingency when we looked at the budget resolution. Does
the mid session review analyze where that is today, based on the
changes in our projections?

Mr. DANIELS. Yes, sir. It is about $575 billion. This is after a cou-
ple of important decisions. The biggest one is the defense increase.
Starting with the proposal this year and then assuming that flows
all of the way through, that is $200 billion there. Also the next big-
gest one, I think, would be the Medicare increase that I referred
to earlier.

So those are two refinements beyond what we had proposed in
April that used the first piece of that uncommitted number.

Mr. MATHESON. Just to recall, that contingency did include Medi-
care trust fund as part of that contingency, is that a correct state-
ment?

Mr. DANIELS. Well, it exceeded the amount of the Medicare Part
A trust fund that we expected to have at the end of the period.

Mr. MATHESON. Thanks, Mr. Chairman.
Chairman NUSSLE. Ms. Clayton.
Mrs. CLAYTON. Thank you, Mr. Chairman.
Thank you for your patience and your explanations. I want to fol-

low up on that budget resolution as well. You are right, you had
recommended in the President’s budget, a $1 trillion reserve. The
budget resolution that we passed out of Congress had a reserve for
a number of important issues that both the President and the Con-
gress had included education, Medicare, the defense and agri-
culture.

Now, that $1 trillion has now been reduced, I think you said, to
$575 billion; is that correct?

Mr. DANIELS. Yes, ma’am.
Mrs. CLAYTON. Just before we adjourned for our recess, the Agri-

culture Committee, passed a bipartisan bill, based upon your pro-
jection and based on the budget resolution. In the reserve account
for agriculture, which included both year 2001, 2002, the amount
came to about $78 billion. Taking the supplement out for year
2001, left $73 billion. Now, in your report and your testimony, both
in the mid-session review as well as your individual testimony, you
cite that now we are not a part of that reserve. You say that agri-
culture must find an offset for that which we included in the re-
serve.

Which is it? Were we a part of that reserve? And, if we are not
now, how do you plan to recommend the offset for the agriculture
bill that has been passed out of the committee?

Mr. DANIELS. That is an important question, but the uncommit-
ted funds that Congressman Matheson was just drawing our atten-
tion to are seven to eight times the amount of sort of the target
reserve that was marked off for agriculture.
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We are not going to know for quite some time what a new farm
bill will look like, let alone what it will cost. One has started in
the House. They haven’t started in the Senate. The farm bill
doesn’t expire until the end of next year, over a year from now. So
I don’t have any doubt that, just as happened this year, that the
needs of America’s farmers will be met, and again, certainly over
the longer term, there is more than ample room to do it.

Mrs. CLAYTON. I appreciate that answer, but it doesn’t really an-
swer the question. The question is given in your statement in the
mid-session review. You are now saying that we need to have off-
sets in order to meet the needs of the American farmers. My ques-
tion is where are those offsets going to be proposed if they are not
part of the reserve?

Mr. DANIELS. We don’t know that we have incremental costs
yet——

Mrs. CLAYTON. I beg your pardon. We don’t know if we have
incremental——

Mr. DANIELS. You haven’t passed a farm bill. The Senate hasn’t
passed a farm bill. We don’t know whether the $27 billion that is
in the baseline for next year will be the right amount or not. So
we look forward to working with the Congress on this issue. The
bill—and the only clue we have as to what might be in prospect,
the bill that has moved a little bit in the House committee would
add $2 billion in outlays to 2002, a very manageable amount if that
happened to be the case. The Senate may have something entirely
different in mind.

Mrs. CLAYTON. Perhaps I didn’t make my statement clear
enough. I wasn’t talking about the agriculture appropriation for
year 2002. I was talking about the farm bill that presumed to use
$73 billion over 10 years of the 78 that was a part of the reserve.

Mr. DANIELS. Right.
Mrs. CLAYTON. Five of those seventy-eight has already been allo-

cated and approved, and the President has signed for a supple-
mental. That leaves us 76. I was not talking about the current ag-
riculture appropriation. I was talking about a 10-year farm bill.

Mr. DANIELS. Yes, ma’am. If it turned out—we won’t know for a
long time. If it turned out that the additional cost of that bill were
something like $73 billion, that would be in contrast, by our num-
bers, $575 billion that is uncommitted and available.

Mrs. CLAYTON. So we would need an offset. We are to go to the
floor next week. So the question the Rules Committee will have for
the Agriculture Committee, would be should it be taken out of the
$575 billion, or is this offset somewhere else?

Mr. DANIELS. I think, and I haven’t looked at the term you are
talking about, but the only place in which an offset would come
into play is if it had a 2002 effect beyond what could be accommo-
dated in this year’s resolution.

Mrs. CLAYTON. I see. So that only applied to this year’s appro-
priation and not to the reserve of the $73 billion?

Mr. DANIELS. That is right. We would have to look at this year
by year.

Mr. SPRATT. Would the gentlelady yield?
Mrs. CLAYTON. Yes, I will.
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Mr. SPRATT. Could I redirect the gentleman’s attention to table
1, page 4. There you derive the $575 billion number that you keep
referring to. Of that amount, $537 billion is a Medicare surplus.
That leaves a $38 billion residual, which is not much of an offset
for anything; so what you are telling the gentlelady is if she is will-
ing to spend the Medicare surplus, you might be able to use that;
however, the word ‘‘offset’’ connotes something different. It con-
notes that we come up with a new source over and above what is
in the budget, a new revenue source or a new spending cut that
will mean no effect on the bottom line.

So I think we need a clarification. When you say that the farm
bill will have to be offset, do you mean that some of this $38 billion
residual can be used for that purpose, or if you want to dip into
Social Security and Medicare at least, you can use it, or that you
must find a new offset, a new spending cut, so that there is no im-
pact on the bottom line?

Mr. DANIELS. I think offsets would refer to the year 2002, and
that if it would take us above the budget resolution and
therefore——

Mr. SPRATT. The budget resolution as a reserve has anticipated
that up to $70 billion will be spent on this bill. That money was
reserved. The Chairman was given authority to make the alloca-
tion.

Mr. DANIELS. Let me say it has nothing to do with Medicare Part
A as far as we are concerned. That may be a self-limitation that
Congress wants to continue——

Mr. SPRATT. You mentioned $575 billion. Of that 575, $537 bil-
lion is Medicare. So there is only $38 billion left over.

Mr. DANIELS. I said that is a limitation that some Members of
Congress may want to impose. We don’t see it that way for the rea-
sons we have discussed——

Mr. SPRATT. It is a limitation of the budget resolution. That is
the way the resolution is drawn. The Chairman can increase the
allocation for the farm bill, but he cannot encroach upon Medicare.
So all he has got is $38 billion.

Mr. DANIELS. I recognize that is where his authority is limited.
Congress would have to act, as it always can, to make the spending
possible, and in this case we would agree.

Mrs. CLAYTON. Mr. Daniels, would you say that the administra-
tion will honor the budget resolution which we passed out of the
House?

Mr. DANIELS. Yes, ma’am. We would like to work with the Con-
gress and the appropriations process to do just that. It would be
a great thing, by the way, for this committee and its Senate coun-
terpart if we did see it through in that way so that the resolution
did form the framework under which spending finally did occur and
was contained.

Mrs. CLAYTON. Well, the Agriculture Committee is working with
that assumption. They are working under the guidance of the
budget resolution, and they took it in good faith that they had $78
billion, 5 of which they spent, and the other 73 they have allocated
over the next 10 years. If we are now being told that we don’t have
that amount, that means that we are not working on the frame-
work of the budget resolution.
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Mr. DANIELS. If the Congress sometime between now and the end
of 2002 passes a new 5-year farm bill that adds that kind of spend-
ing, the moneys there, we will have to work together to accommo-
date it, but the revenues certainly look to be there far more than
enough to afford it.

Mrs. CLAYTON. And it is there excluding Medicare expenditures?
Mr. DANIELS. Well, the way we look at it, yes, because Medicare

money is come and gone before these surpluses are ever accumu-
lated.

Mrs. CLAYTON. Thank you, Mr. Chairman.
Chairman NUSSLE. Mr. Spratt?
Mr. SPRATT. I just wanted to refer you to table 3 instead of table

1 because it shows that most of the $575 billion, including Medi-
care, occurs in the outyears, particularly the last 2 or 3 years. In
the near term the non-Social Security surplus is a billion dollars
next year, $2 billion the following year, and $6 billion in 2004.
There is very little there to play with.

Mr. DANIELS. Well, there is if we are completely inert about the
1.9 we start with and just, in fact, leave it there and inflate it, but
that would not be our intention.

Chairman NUSSLE. Mr. McDermott for one question.
Mr. MCDERMOTT. Just one question. I picked up this morning’s

newspaper, and I read that the leadership in the House was push-
ing capital gains cuts. What is going to be the White House’s posi-
tion on that?

Mr. DANIELS. The President has said he is open-minded about it.
It was obviously not part of his plan, his tax relief plan of this
year, and so for the moment he is taking an open stance.

Mr. MCDERMOTT. It is being pushed as a stimulus to the econ-
omy for this year. You are saying it wouldn’t work this year? Is
that what——

Mr. DANIELS. No, I am not saying that. The President said he is
open-minded, and he would listen to the Congress to see what the
sentiment was. It certainly reflects, as members of this committee
on both sides did, a concern to make government do all it can do
within its limits to get the economy going and sustain it, and I
think that is what animates that suggestion. The President hasn’t
ruled it out, hasn’t ruled it in.

Mr. MCDERMOTT. What would be your recommendation if he
came to you and said, Mitch, what should I tell them?

Mr. DANIELS. As of this morning, I would say the rebates are
only halfway out the door. The latest rate cuts have only recently
occurred. My personal view is that we should take a little time and
see how the economy is responding. Meanwhile we should look at
all options, and this is clearly one that might give us a better
chance of a real strong and ongoing recovery.

Mr. MCDERMOTT. So we might see capital gains before the end
of the year?

Mr. DANIELS. I can’t project. I can only report to you what the
President said.

Mr. MCDERMOTT. The door is not closed—is what you are saying?
Mr. DANIELS. He did not close the door, no, sir.
Mr. MCDERMOTT. So it could happen?
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Mr. DANIELS. That has a lot to do with both sides of the Mem-
bers of Congress, what both sides are prepared to do, but yes.

Mr. MCDERMOTT. OK. Thank you.
Chairman NUSSLE. I was counting, by the way. That was seven,

just so we are——
Mr. MCDERMOTT. I had to——
Chairman NUSSLE. Reel him in. I understand.
Mr. DANIELS. Those are called follow-ups, Mr. Chairman.
Chairman NUSSLE. Mr. Daniels, you have been extremely gener-

ous with your time, and we appreciate the chance to question you
and the administration on these figures, and we appreciate the
time you have spent with the committee today.

Mr. DANIELS. Always a pleasure.
Chairman NUSSLE. Thank you.
The committee will continue now with its second panel, and we

are honored again to have the cause of the government shut-
downs—I am joking, of course—the very distinguished Director of
the Congressional Budget Office, Dan Crippen, who has been before
our committee before.

While the Director is taking his chair, one of the interesting ob-
servations that I have heard made about the situation we find our-
selves in goes in part to what we were just discussing, and it will
be my first line of inquiry with the Director, and that is that in
years past, the way the budget process worked, once the budget
was passed, that was the budget, no ifs, ands, or buts. There wasn’t
any mid-session corrections, no adjustments, no changes, no consid-
eration of changes.

For instance, the just completed line of inquiry with regard to
the farm bill is a good illustration of that. The budget is still con-
trolling, and there is nothing in the mid-session review that
changes that or changes the authority that the Chairman has. The
numbers were locked in by that budget resolution when we passed
it on the floor of the House, and, in fact, all committees and depart-
ments of government, the Congress, are able to, as a result of that,
make decisions based on that resolution into the future. It is only
this year, as I understand it, is the first time where any consider-
ation of a mid-session review has begun to point us possibly in a
new direction for fiscal restraint. I am not suggesting that is bad.
I actually think that is good, but it does show as an example some
of the confusion that is out there.

There is nothing in this mid-session review that changes one iota
of the budget technically. We may as Congress make a different de-
termination of what we should do based on these predictions and
projections, but there is nothing in the budget that has changed as
a result of these projections.

We welcome you, Dr. Crippen, to the panel again, and we wel-
come your testimony. Your entire testimony will be part of the
record, and you may summarize. Welcome.

STATEMENT OF DAN L. CRIPPEN, DIRECTOR,
CONGRESSIONAL BUDGET OFFICE (CBO)

Mr. CRIPPEN. Thank you, Mr. Chairman. Maybe given the num-
bers we have and the hour of the day, we should recess to the cafe-
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teria. I think I have a high enough credit limit on my credit card,
that I could buy lunch.

Chairman NUSSLE. As long as it is not a Pentagon credit card,
it will be just fine.

Mr. CRIPPEN. I know better than that with this committee, yes.
Mr. Chairman, I will take the opportunity to not give you my

prepared statement, but just make a couple points very quickly so
we can move on.

I think one of the two biggest unknowns in our forecast and one
of the reasons they change so much is growth in discretionary
spending. It is simply a fact that we assume and are told to as-
sume, frankly, that discretionary spending will be at this year’s
level plus inflation for the course of our baseline. Because appro-
priations are made on a yearly basis, the baseline may not be ter-
rific, but it is probably the best that we can do. If spending were
to grow differently from inflation, it would certainly leave you with
a different long-term surplus number. If it grew at 8 percent a
year, for example, it would add another $2.5 trillion to spending
over 10 years or subtract that amount from surpluses if it grew
less than inflation, obviously it would show larger surpluses.

Secondly, and the object of much discussion today, of course, are
the unknowns about economic performance. In the economics pro-
fession, we are notoriously bad about calling turning points in the
economy. We missed this one as much as anyone else, but it has
always been that way. That doesn’t give you much comfort, I am
sure, but I think because there was some discussion about 1981
that it may be interesting to spend 30 seconds looking at that.

CBO presented an analysis of the President’s budget in 1981. We
suggested there would be in 1983, for example, a deficit of about
$59 billion; a small number by today’s standard, but pretty large
by the standards of today. What turned out to be true was a deficit
of about $200 billion, over $200 billion actually, so four times our
estimate. The reason for the difference was largely economic. CBO,
along with most of the rest of the world, did not foresee the coming
severe recession in 1981 and 1982 nor the rapid decline in inflation
that caused revenue collections to drop precipitously.

We can advance to close to current day. Last year at this time
the cover of our midyear report showed what we thought were the
primary contributors to the change in the fiscal outlook from defi-
cits to surpluses. The primary contributor, in our view, was a
change in the economy. Productivity and economic growth were
higher than we had foreseen as late as 1997. Similarly, today, we
have a change in the short-term outlook, certainly, that has caused
a diminution in the surpluses for the near term, 2002 in particular.
If you change the adjustment for corporate revenues, put them
back in the year in which they normally would have been collected,
about half of the change in 2002 is economic, and the other half
is legislative. Obviously those ratios change dramatically by the
end of the period; over the 10 years about 20 percent of the diminu-
tion is due to economics and 80 percent is due to the legislative
changes that have been made.

So it all goes to say that our forecasts do change more than we
would certainly like them to. The two biggest unknowns are discre-
tionary spending and performance of the economy.
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Lastly, Mr. Chairman, I will do what I have done here before. I
have a chart that I drag around that begs the question about what
happens sometime after this 10-year period. We are only looking at
the next decade in the forecasts we have been discussing. Frankly,
when our generation retires we will witness the largest shift the
Federal budget has ever experienced. We will double the number
of recipients for retirement programs at the federal level and more
than double the spending for those retirees.

Something dramatic must happen here. We are currently collect-
ing 20 percent of gross domestic product (GDP) in revenues and
spending about 18 percent. The national average, the historical av-
erage in tax collections since World War II, has been about 18 per-
cent. To maintain government as we know it today and make room
for this more than doubling of expenditures for retirees, we will
have to make some very big changes in the not-too-distant future.
Those changes may include increasing taxes by 10 percent of GDP
or thereabouts, cutting other spending, which would virtually
eliminate the rest of the government, or borrowing a great deal of
money again. That ability to borrow 10 percent of GDP a year is
probably questionable over a very long period, but those are the
kinds of choices before us, and we need to keep them in mind.

Despite much of the discussion about trust funds, as all the com-
mittee has heard me say before, I am a bit agnostic about trust
funds. They clearly have some import in the outlook here, but the
important questions are how much in resources are we transferring
from the productive to the retired economy, and how big is the
economy? To the extent the trust funds can affect those two factors,
they play a role, but to the extent they don’t, they are an account-
ing mechanism. Let me give you one quick example before I quit.

In 2015 or thereabout, about the time I am eligible to retire, my
kids won’t be paying quite enough in payroll taxes to cover my ben-
efits. Now, the trust fund will be in fine shape and have interest
payments coming into it and eventually plenty of bonds to be
turned in through my entire life presumably. But what happens in
2015 with the current trust fund is that the Social Security Admin-
istration, figuratively speaking, will go to the Treasury with a cou-
pon and say, pay us the interest. In order for the Federal Govern-
ment to generate that cash, it has essentially three options: Cut
spending and other programs, raise taxes, or borrow the money. So
under the current situation the Treasury will have to come up with
cash to actually pay me my benefit.

Now, think of an alternative scenario in which there was no trust
fund, there were no interest payments for that trust fund, simply
payroll taxes and spending were out of line. If when I went to cash
my check the Social Security system didn’t have enough money, the
Treasury would be faced with those same three options. They
would have to raise taxes, cut spending, or borrow from the public.
So with or without a trust fund, come 2015, the fiscal consequences
may be quite similar, and the economic consequences as well. The
actuarial accounting of the trust fund is an important element, but
it is not one that will necessarily help or hurt this picture. What
is important, again, is the size of the economy and how much we
are transferring to the retirees.

With that, Mr. Chairman, I will quit.
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Chairman NUSSLE. Thank you, Director.
[The prepared statement of Mr. Crippen follows:]

PREPARED STATEMENT OF DAN L. CRIPPEN, DIRECTOR, CONGRESSIONAL BUDGET
OFFICE

Mr. Chairman, Representative Spratt, and members of the committee, I am
pleased to be here today to discuss the current outlook for the budget and the econ-
omy. Last week, the Congressional Budget Office (CBO) released The Budget and
Economic Outlook: An Update, which I will summarize today.

Recently enacted legislation and the continued sluggish behavior of the U.S. econ-
omy have reduced the projected Federal budget surpluses for fiscal year 2001 and
future years. CBO projects that the total budget surplus in 2001 will be $153 billion
$122 billion lower than CBO estimated in May. About two-thirds of the decrease re-
sults from new legislation; one-third comes from a weaker economy and other fac-
tors. Despite that drop, if the $153 billion surplus materializes in 2001, it will equal
1.5 percent of gross domestic product (GDP), the second largest surplus as a share
of the economy since 1951.

Because of the smaller total surplus, CBO now projects a small on-budget deficit
for this year. (The on-budget accounts exclude the spending and revenues of Social
Security and the Postal Service). If current tax and spending policies are main-
tained and the economy performs as estimated, CBO projects small deficits or sur-
pluses in on-budget accounts for the next 4 years; however, steadily increasing on-
budget surpluses reemerge by the middle of the decade. The projected surpluses
would allow all public debt that is available for redemption to be retired by 2010.

THE BUDGET OUTLOOK

For the 5 years from 2002 through 2006, CBO projects surpluses totaling $1.1 tril-
lion, which come almost entirely from off-budget accounts (see Table 1). For the 10-
year period through 2011, CBO estimates that under current policies, surpluses will
total $3.4 trillion. Social Security makes up about three-quarters of that total. In
2010, the on-budget surplus reaches 1 percent of GDP, and the total surplus grows
to 3 percent of GDP. Those estimates should be viewed cautiously, however, because
future economic developments, technical estimating errors, and future legislative ac-
tions could produce substantial deviations a point that CBO discussed in detail in
its January report on the budget and economic outlook.

Total surpluses for the 2002-2011 period are $2.2 trillion less than CBO projected
in May, when it last published its budget baseline (see Table 2). New legislation ac-
counts for $1.8 trillion of that decrease, and changes in the economic forecast ac-
count for another $0.3 trillion; the remainder stems from other changes (technical
ones not directly driven by new legislation or by changes in the components of
CBO’s economic forecast).

The Economic Growth and Tax Relief Reconciliation Act of 2001 (Public Law 107-
16) is estimated to reduce revenues by $70 billion in 2001 and nearly $1.2 trillion
over the 2002-2011 period. That law changed numerous tax provisions, including
lowering income tax rates, establishing a 10 percent tax bracket, increasing tax
credits for children, repealing the estate tax, lessening the so-called marriage pen-
alty, raising the limits on contributions to retirement accounts, and enhancing edu-
cation incentives. In addition, the law increases outlays for refundable tax credits
by $4 billion in 2001 and $88 billion between 2002 and 2011.

Many of the provisions of P.L. 107-16, especially the ones with the greatest impact
on the budget, phase in over time. Moreover, most of the provisions expire at the
end of calendar year 2010. Extending all provisions through 2011 would reduce rev-
enues by an additional $255 billion over the 2002-2011 period.

Other legislation will also increase projected outlays through 2011. Providing ad-
ditional assistance to farmers will increase spending by $5.5 billion in 2001, and the
2001 Supplemental Appropriations Act is projected to boost spending by $83 billion
from 2002 through 2011. Because legislative changes will leave less money available
to reduce outstanding Federal debt, interest payments will increase by $413 billion
over the next 10 years, CBO estimates.

Lower projections of economic growth over the next few years, along with other
revisions to the economic forecast, will diminish surpluses by $283 billion between
2002 and 2011, according to CBO’s projections. (Those revisions reflect changes in
the economic outlook since January, when CBO last updated its economic assump-
tions). In addition, technical changes will reduce surpluses by $177 billion.

In the Administration’s Mid-Session Review, the Office of Management and Budg-
et’s (OMB’s) baseline budget projections are similar, though not identical, to those
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presented by CBO. For 2001, OMB estimates a small on-budget surplus, whereas
CBO estimates a small on-budget deficit. In each year of the projection period,
CBO’s estimates are lower than OMB’s overall, CBO’s figure for total surpluses from
2002 through 2011 is $445 billion less. Although that discrepancy may seem large,
it results from differences of just 1.0 percent in total projected revenues for the pe-
riod and 0.7 percent in total projected outlays.

THE ECONOMIC OUTLOOK

CBO has revised its economic forecast to reflect the weakness in the U.S. economy
during the first half of 2001. Although economic activity has slowed to a crawl, CBO
believes that the economy will narrowly avoid recession and recover gradually next
year. CBO now expects that the levels of both nominal and real (inflation-adjusted)
GDP will be lower in 2001 and 2002 than it anticipated in January. CBO also has
raised its estimates of the unemployment rate and long-term interest rates for the
next few years and lowered its estimate of short-term interest rates.

CBO’s current forecast assumes that growth of real GDP will average 1.7 percent
this calendar year and 2.6 percent next year for both years, those rates are about
three-quarters of a percentage point lower than CBO estimated in January (see
Table 3). CBO’s projections do not incorporate the annual revisions to the national
income and product accounts published by the Commerce Department’s Bureau of
Economic Analysis at the end of July, which were released after CBO’s forecast was
completed. Incorporating those revisions could move budget projections in either di-
rection but probably not by very much.

Inflation, as measured by growth in the consumer price index for all urban con-
sumers, is 0.4 percentage points higher for 2001 and 0.2 percentage points lower for
2002 than the estimates in the January forecast.

Short-term interest rates are projected to be lower in the next few years than
CBO previously anticipated, but long-term rates are expected to be slightly higher.
Interest rates on 3-month Treasury bills are forecast to be about a full percentage
point lower for both 2001 and 2002 than the levels estimated in January. However,
the interest rates paid on 10-year Treasury notes are projected to be between 0.3
and 0.4 percentage points higher than previously anticipated.

CBO does not forecast fluctuations of the economy beyond 2 years. Instead, it ex-
tends historical patterns in the factors increases in the labor force, rising productiv-
ity, and the rate of national saving that underlie the growth of potential GDP. After
incorporating those patterns, CBO makes economic projections that extend three to
10 years out.

For 2003 through 2011, CBO projects that growth of nominal GDP will average
more than 5.2 percent a year and that growth of real GDP will average 3.2 percent
levels slightly above those estimated in January. According to CBO’s projections, in-
flation in the 2003-2011 period will average 2.5 percent, which is similar to the rate
that was anticipated last winter. Interest rates over the period will average 4.9 per-
cent for 3-month Treasury bills and 5.8 percent for 10-year Treasury notes, CBO
projects figures that are also similar to January’s projections.

CBO’s economic projections incorporate the effects of the recently enacted tax leg-
islation. In the short run, the rebate of taxes payable on income earned in 2001 may
help counter the economic slowdown by encouraging consumer spending. In the long
run, the impact of the new tax law on GDP is uncertain, but any effect is likely
to be small. Analysis of the law’s economic effects is complicated by the sunset
mechanism built into it, which establishes expiration dates for all of its provisions.
People’s expectations about the law’s expiration in 2011 could affect their decisions
about consumption, work, and saving over the next 10 years. For the purposes of
its economic projections but not for its budget calculations CBO has ignored the ex-
piration.

Like all forecasts, CBO’s forecast is very uncertain, and economic activity could
be significantly slower or faster than CBO currently expects. Indeed, economic indi-
cators released since CBO’s forecast was completed in July suggest a weaker econ-
omy than assumed in the projections, though the nature of economic activity (weak
business investment offset by moderate consumer spending and spending on resi-
dential structures) is close to CBO’s expectation. In light of additional weakness in
construction spending and in the manufacturing sector, the latest estimate for the
second quarter of this year indicates that output growth was only 0.2 percent, rath-
er than the 0.7 percent first estimated. And indicators for July, the first month of
the current quarter, suggest that growth may be less than CBO assumed because
of much weaker business investment. Short-term interest rates in the current quar-
ter are also likely to be lower than assumed in July because the Federal Reserve
cut its intended Federal funds interest rate another 25 basis points in August.
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Much of the uncertainty about medium-term growth involves the pace of invest-
ment in information technologies. The increase in the growth rate of overall produc-
tivity in the late 1990’s resulted both from greater amounts of capital per worker,
mainly in the information technology sector, and from more rapid growth in total
factor productivity (reflecting both labor productivity and capital), probably in large
part the result of innovative uses of information technologies throughout the econ-
omy. The question now is what the pace of investment in information technologies
will be over the medium term and the extent to which those investments will lead
to significant cost savings in other sectors of the economy.

The economic perspectives of OMB and CBO are generally quite similar, but the
differences in those outlooks still account for a large part of the difference between
the two agencies’ budget projections. The Administration’s current economic projec-
tions anticipate stronger near-term growth than CBO’s projections do, with a sharp
improvement in economic conditions by the end of this year. As a result, corporate
profits in the Administration’s forecast return to recent levels almost immediately,
and the unemployment rate remains below 5 percent (see Table 4). By contrast, in
CBO’s forecast, profits remain weak in the near term, and the unemployment rate
rises to 5.2 percent by the end of 2002. After 2002, the Administration’s projections
of nominal GDP and of tax bases (such as corporate profits and wages and salaries)
remain slightly stronger than CBO’s. Throughout most of the period, the Adminis-
tration anticipates significantly lower interest rates on Treasury securities than
CBO does, although the implications of that difference for the budget are limited
at a time when publicly held debt is being paid down.
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TABLE 3.—CBO’S CURRENT AND PREVIOUS ECONOMIC PROJECTIONS FOR CALENDAR
YEARS 2001 THROUGH 2011

Forecast Projected Annual Average

2001 2002 2003–2006 2007–2011

Nominal GDP (Billions of dollars):
August 2001 ...................................................................................... 110,366 10,876 1 13,355 2 17,145
January 2001 ..................................................................................... 10,446 11,029 1 13,439 2 17,132

Nominal GDP (Percentage change):
August 2001 ...................................................................................... 4.0 4.9 5.3 5.1
January 2001 ..................................................................................... 4.7 5.6 5.1 5.0

Real GDP (Percentage change):
August 2001 ...................................................................................... 1.7 2.6 3.2 3.2
January 2001 ..................................................................................... 2.4 3.4 3.1 3.1

GDP Price Index (Percentage change):
August 2001 ...................................................................................... 2.3 2.3 2.0 1.9
January 2001 ..................................................................................... 2.3 2.1 1.9 1.9

Consumer Price Index3 (Percentage change):
August 2001 ...................................................................................... 3.2 2.6 2.5 2.5
January 2001 ..................................................................................... 2.8 2.8 2.6 2.5

Unemployment Rate (Percent):
August 2001 ...................................................................................... 4.6 5.2 5.2 5.2
January 2001 ..................................................................................... 4.4 4.5 4.7 5.2

Three-Month Treasury Bill Rate (Percent):
August 2001 ...................................................................................... 3.9 3.8 4.9 4.9
January 2001 ..................................................................................... 4.8 4.9 4.9 4.9

Ten-Year Treasury Note Rate (Percent):
August 2001 ...................................................................................... 5.3 5.6 5.8 5.8
January 2001 ..................................................................................... 4.9 5.3 5.6 5.8

SOURCE: Congressional Budget Office.
NOTES: The August 2001 values for GDP and its components are based on data from the Bureau of Economic Analysis’ national income

and product accounts before the annual revision in July. Incorporating those revisions, which occurred after CBO had completed its forecast,
could move budget projections in either direction but probably not by very much. Percentage changes are year over year.

1 Level of GDP in 2006.
2 Level of GDP in 2011.
3 The consumer price index for all urban consumers.
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TABLE 4.—COMPARISON OF CBO’S AND THE ADMINISTRATION’S ECONOMIC PROJECTIONS FOR
CALENDAR YEARS 2001 THROUGH 2011

Forecast Projected Annual Average

2001 2002 2003–2006 2007–2011

Nominal GDP (Billions of dollars)
CBO ....................................................................................................... 10,366 10,876 113,355 217,145
Administration ....................................................................................... 10,364 10,937 113,553 217,488

Nominal GDP (Percentage change)
CBO ....................................................................................................... 4.0 4.9 5.3 5.1
Administration ....................................................................................... 4.0 5.5 5.5 5.2

Real GDP (Percentage change)
CBO ....................................................................................................... 1.7 2.6 3.2 3.2
Administration ....................................................................................... 1.7 3.2 3.3 3.1

GDP Price Index (Percentage change)
CBO ....................................................................................................... 2.3 2.3 2.0 1.9
Administration ....................................................................................... 2.3 2.2 2.1 2.1

Consumer Price Index3 (Percentage change)
CBO ....................................................................................................... 3.2 2.6 2.5 2.5
Administration ....................................................................................... 3.3 2.7 2.5 2.5

Unemployment Rate (Percent)
CBO ....................................................................................................... 4.6 5.2 5.2 5.2
Administration ....................................................................................... 4.6 4.8 4.6 4.6

Three-Month Treasury Bill Rate (Percent)
CBO ....................................................................................................... 3.9 3.8 4.9 4.9
Administration ....................................................................................... 3.8 3.9 4.3 4.3

Ten-Year Treasury Note Rate (Percent)
CBO ....................................................................................................... 5.3 5.6 5.8 5.8
Administration ....................................................................................... 5.2 5.2 5.2 5.2

Tax Bases (Percentage of GDP)
Corporate book profits.

CBO .............................................................................................. 7.9 7.5 8.0 8.1
Administration .............................................................................. 7.7 8.9 8.9 8.0

Wages and salaries.
CBO .............................................................................................. 48.6 48.9 48.4 48.1
Administration .............................................................................. 48.1 48.2 48.6 48.1

SOURCES: Congressional Budget Office; Office of Management and Budget.
NOTES: CBO’s values for GDP and its components are based on data from the national income and product accounts before the July 2001

revision. Percentage changes are year over year.
1 Level of GDP in 2006.
2 Level of GDP in 2011.
3 The consumer price index for all urban consumers.

Chairman NUSSLE. So let me just make sure I get this straight
because while this is not a long-term liability discussion today per
se as has been pointed out, certainly decisions we make today have
impact. Is there anything that we can do today in the budget to af-
fect that chart that you are showing right there involving Medi-
care, Medicaid, and Social Security? Is there anything on the
spending side, anything on the debt side; is there anything on any
side that we can do within the budget to change those three green,
red, and blue lines from going where you are projecting them to go?

Mr. CRIPPEN. In the simplistic view of the world, there are only
two moving parts. One is how much you are transferring, that is,
the level of benefits, and clearly you could choose to cut those at
some point in the future; the other one is the size of the economy.
There may be actions you can take to help economic growth. We
talked about one this morning, the current rebate might help, but
there also may be spending programs that you might think would
help economic growth; maybe education, for example.

I am not here to make policy recommendations. I am simply say-
ing that what is most important is our use of tax revenues in this
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context to help the economy grow, because that is ultimately what
is going to be the source of the financing for my generation’s retire-
ment. We will be taking the production of our children, what they
are making at that time, and whether we finance it through taxes
or borrowing or some other means doesn’t matter much. We are
going to be taking their production and consuming it. So the size
of the economy is ultimately the most important single piece of this
puzzle. Anything you can do, therefore, to help economic growth
now and in the future is helpful to this outlook.

Chairman NUSSLE. To follow up on something my good friend
Mr. Capuano was inquiring about before, my understanding is that
the current accounting process is one that Congress came up with;
in other words, we have instructed Treasury on what to do with
the money that is coming into Social Security and Medicare. They
don’t get to make independent decisions down there, and while it
may be a popular view that a trust fund—and my constituents
have the same popular view, that a trust fund exists someplace
just like their savings account or some kind of a safety deposit box
where they can stick away some dollars, or a Mason jar or what-
ever you want to call it. That doesn’t exist. Unless and until Con-
gress changes, reforms, modernizes, whatever words you want to
use, the Social Security and Medicare Systems, that is the way it
is going to be, and it is up to Congress to make the decision and
determination of those changes. Am I in the ballpark?

Mr. CRIPPEN. Sure. Again, those changes, I would suggest, what-
ever they are, need to be measured against the metric here of
whether they help or hurt economic growth. Simply changing the
money around—for example, some of the proposals we have seen
in the past for private accounts—may or may not help economic
growth. If the Federal Government had to borrow to finance those
private accounts, for instance, the net effect on the national savings
rate would probably be zero or something like that; therefore, they
would have very little effect on the outlook in the future in this
way of looking at the problem.

It is not a matter of raising the rate of return to the trust funds
or somehow changing the asset allocation. Rather it is how we are
going to finance these changes—how big will the economy be at the
time that we are going to be demanding these resources from our
kids.

Chairman NUSSLE. The other two questions I have, first of all,
generally speaking, where do you differ from Director Daniels? As
you heard him testify today, are there areas as you listened—you
were here for the whole testimony, and I appreciate your doing
that and listening to the Director. Would you give us your advice,
based on being our congressional analyst, and independently so, on
where you may differ with OMB on the testimony that he provided
and the analysis he provided for us this morning?

Mr. CRIPPEN.In the short run, there is a slight difference, as Di-
rector Daniels pointed out, in our estimates of economic recovery,
how quickly it takes place and how robust it will be. We aren’t as
optimistic as OMB is, which has a big effect on the short-term out-
look. In the long run we differ slightly in our forcasts of economic
growth and, therefore, of revenue collection. OMB is a little more
optimistic than we are. In addition, the Director said, we at CBO
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think that Medicare spending is going to grow faster than OMB
does currently. All together it is by something like $450 billion or
so, a little more than that, I guess, that OMB would have surpluses
larger than we would over that same period. There are some ups
and downs in revenue, but in the main CBO thinks the economy
is going to grow slower, so the government will collect fewer dol-
lars, and Medicare is going to grow faster and cost the government
more.

Chairman NUSSLE. Thank you.
Mr. Spratt.
Mr. SPRATT. Dr. Crippen, thank you very much. Let me ask you,

how much confidence do you have in your forecast?
Mr. CRIPPEN. Oh, just a great deal.
Mr. SPRATT. Seriously——
Mr. CRIPPEN. That is a little hard to answer. What we attempted

to do was give you our best estimate of what we see now. Even
since January that outlook has changed, in part because of the
economy and obviously because of legislation. So one has to be cau-
tious about these numbers. Clearly the farther out we go and the
fact that we now have a 10-year outlook where in the old days we
had a 4- or a 5-year outlook makes them even less certain. We
don’t pretend to know a great deal beyond the first few years to
the extent we know those years. Things like large demographic
changes, we can predict and use those in our projections. In terms
of the economic performance, we essentially assume that the last
5 years will look like the first 5, and we don’t pretend to be able
to call not only turns in the economy, but any real change in per-
formance out there—we will have to catch up to it as it happens.

Mr. SPRATT. Specifically when do you foresee the economy begin-
ning to grow again?

Mr. CRIPPEN. Later this year and next year
Mr. SPRATT. Calendar year?
Mr. CRIPPEN. Yes.
Mr. SPRATT. Like November-December?
Mr. CRIPPEN. We are seeing some positive things happen in the

economy now. Whether that translates into more than 2 percent
real GDP, we won’t know for a few months, but we are certainly
suggesting that next fiscal year, which starts in October, we will
have growth of around 2.6 percent in real GDP.

Mr. SPRATT. As opposed to 3.2 percent assumed by the Office of
Management and Budget?

Mr. CRIPPEN. Right.
Mr. SPRATT. There is something called the blue chip indicators.

It is a composite of 50 different economy forecasters nationwide.
Where does your 2.6 percent put you on their scale?

Mr. CRIPPEN. We are a little bit below the current average of the
Blue Chip for growth.

Mr. SPRATT. They would come out at about 2.8 percent, and you
are at 2.6 percent.

Mr. CRIPPEN. Correct.
Mr. SPRATT. OMB at 3.2 percent, where would this be on the

blue chip scale?
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Mr. CRIPPEN. They are within the total range of the 50, but they
are in the top 10 percent or so. They are above average in terms
of the Blue Chip.

Mr. SPRATT. I haven’t seen the blue chip chart, but I have heard
it said they would rank number 8 among the 50 forecasters, defi-
nitely at the high end of the assumption.

Mr. CRIPPEN. But within the range of the——
Mr. SPRATT. You said yesterday in your testimony before the

Senate that as new evidence comes in every day, if anything, your
current forecast, if it were done again last night, would have been
somewhat more pessimistic.

Mr. CRIPPEN. I think that is right. Certainly in the short run we
were looking at something like 1 percent real growth last quarter,
and then it came out at preliminary 0.7 and then finally at 0.2. So
we certainly would not be quite as optimistic in the short run. We
didn’t change from January, and I do need to emphasize this, and
I know you know this, but we haven’t changed our long-run outlook
very much. We still believe that the economy can grow at over 3
percent real GDP a year after we get out of this downturn, but cer-
tainly in the next month or 2 it looks worse than we anticipated
back in January and even in May.

Mr. SPRATT. Director Daniels has taken some of the indices of
your forecast, such as the growth rate, and said really we aren’t
that far apart, and in the near term the numbers are fairly similar.
But you just measured one difference between CBO’s forecast and
OMB’s forecast when you indicated there is about $450 billion in
available surpluses more in their forecast than in your forecast. Is
that the correct number?

Mr. CRIPPEN. That is about right. I would have to tell you to look
at our summary report. The first table will tell you precisely, but
that sounds about right for the difference between the two. That
sounds like and is a fair piece of change, but, of course, over the
10-year period it is something like a 1 percentage point difference
in revenues and half a percentage point difference in outlays. So
it is not a lot.

Mr. SPRATT. Much of that occurs in the outyears, too?
Mr. CRIPPEN. Sure.
Mr. SPRATT. Let me ask you and make clear to everybody what

kind of baseline forecast you have done. You call this a current
services baseline, and when you do a current services baseline fore-
cast, what you do is you take discretionary spending, the spending
that we appropriate every year in 13 different appropriation bills,
and you simply increase the total spending in each of those ac-
counts every year by inflation, nothing more. So that doesn’t pro-
vide anything for initiatives. It doesn’t provide anything for pro-
grams that are singled out for sizable increases, like defense or
education or NIH. If you want to increase those, you have to de-
crease something else. Basically what you are providing is enough
money in real terms to run in place that have the same spending
power in discretionary spending each year as you had the year be-
fore; is that correct?

Mr. CRIPPEN. That is correct.
Mr. SPRATT. For the record, let me make clear to everybody what

that does not include. For example, if we could put our ‘‘eye chart’’
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up here, even if taking this fairly Spartan baseline, adding only in-
flation, nothing else, keeping real spending for discretionary pur-
poses constant, what you show in your forecast is that Medicare
will be invaded next year to the tune of $36 billion. In other words,
we will have to use the money coming into the Medicare Trust
Fund, almost all of it; $38 billion surplus, $36 billion will have to
be spent, almost fully consuming it. The next year all of the Medi-
care surplus in 2003 will be consumed, and we will have to dip into
the Social Security surplus to the tune of about $18 billion. The
next year, 2004, the Medicare surplus will be fully spent, and there
will be about a $3 billion invasion of the Social Security surplus.
This is with no new initiatives or anything like that, just inflation
only. Now, this does not include any additional amount for Medi-
care prescription drugs, does it?

Mr. CRIPPEN. No, it does not.
Mr. SPRATT. That would have to be added on, and to the extent

it was added, whether it is $190 billion or $300 billion or some-
thing in between, the bottom line would worsen.

Mr. CRIPPEN. It would. I would say on pharmaceuticals that in
all the estimates we have done heretofore, we assume that the ben-
efit could not be in place before 2004 or 2005, so most of that would
be in the latter half of the decade.

Mr. SPRATT. It would take a while to get a program like that up
and running even if it were passed tomorrow. You just heard our
colloquy about the farm bill. This also doesn’t include anything ad-
ditional for a new farm program——

Mr. CRIPPEN. Right.
Mr. SPRATT [continuing]. Which could be as much as $74 billion

if the Agriculture Committees get their way and we carry out this
budget resolution. It doesn’t include anything for the increase we
have all included for NIH. That will have to come out of some other
program if we don’t provide additional funds for it.

Mr. CRIPPEN. If you provide more than inflation, yes.
Mr. SPRATT. The same thing for education. It is inflation only,

but no major initiatives, and it doesn’t include anything also for off-
setting extension of expiring tax provisions.

Mr. CRIPPEN. That is correct.
Mr. SPRATT. The administration notes in the report they sent us

that this year we will have about four or five very popular tax con-
cessions in the Tax Code whose applicability will expire unless we
renew it. You assume nonrenewal, that they will expire, and the
revenues they used to offset will no longer be offset and will re-
cover those revenues in the future. We will have higher revenues
because those things expire.

Mr. CRIPPEN. If they are not renewed, yes.
Mr. SPRATT. If they are not renewed. So your budget, therefore,

won’t accommodate most of the things we have been talking about
in terms of increasing defense and increasing education and provid-
ing prescription drugs for Medicare. All of that would have to come
below that bottom line and would worsen the invasion of Medicare
and Social Security.

Mr. CRIPPEN. Certainly without other offsetting changes of some
kind, that is right.

Mr. SPRATT. Right.

VerDate 11-MAY-2000 11:30 Feb 25, 2002 Jkt 000000 PO 00000 Frm 00092 Fmt 6602 Sfmt 6602 H:\DOCS\HEARINGS\DONE\107-17\HBU248.000 HBUDGET1 PsN: HBUDG



89

Let me ask you one thing about your chart there, your layer
chart. Let me make a point, too. One reason we have been able to
accommodate the increase thus far, those three entitlement pro-
grams, is that we have had a significant, some would say a dra-
matic, decrease in what we spend as a percentage of GDP on dis-
cretionary funded programs.

Mr. CRIPPEN. Particularly defense, yes.
Mr. SPRATT. Particularly defense. But in 1962, we were spending

12.3 percent of our GDP on discretionary programs. Defense was
a good share of that, but there were other programs, too. This year
we are spending 6.3 percent, about half of what we were spending
30 years ago, which is pretty phenomenal and has helped allow
these programs to grow without throwing the budget completely
out of kilter.

Another significant factor is that this year the total Federal
budget will be 18 percent of GDP. In 1984, 1985, at the peak of the
Reagan defense build-up, it was 23.5 percent. So we are about 5.5
percentage points lower as a percent of GDP. GDP is $10 trillion,
$11 trillion. That is $500 billion less spending than if we were tak-
ing the same wedge out of the national pie as we were in the mid-
1980’s. That is pretty significant in the way of decreasing spending.

In addition, if you want to mitigate this problem, which is cer-
tainly a problem for the long run, one thing you can try to do is
grow the denominator, grow the GDP.

Mr. CRIPPEN. Exactly.
Mr. SPRATT. If we can diligently use the trust fund surpluses to

buy down existing outstanding national debt, at least buy it back
and convert it into trust fund debt, we can add $3 trillion plus to
net national savings over the next 10 to 12 years, and that will add
to capital formation, should lower the cost of capital, should lower
the interest rates, and should boost the economy; should it not?

Mr. CRIPPEN. It should.
Mr. SPRATT. So if we can enlarge the denominator, we can de-

crease this fraction——
Mr. CRIPPEN. Absolutely.
Mr. SPRATT [continuing]. Of GDP——
Mr. CRIPPEN. What you are suggesting, Congressman, is what I

have been trying to suggest as well. That is the more poignant de-
bate about Social Security and Medicare in the baby-boom era is
what the policies are that we ought to be pursuing to boost eco-
nomic growth. Clearly one of them might be to pay down debt.
There could be others, but I am suggesting it is not so much which
side of a line you are on and what a trust fund balance looks like,
because this picture occurs whether or not there are trust funds at
all in some ways. So what is most important is to have a debate
about economic growth and what policies are best to pursue for
that.

Mr. SPRATT. Even though we are teetering on a recession, do you
think it is wise to stay this course at least with respect to the So-
cial Security Trust Fund, and that is to try to use the trust fund
exclusively for debt buydown?

Mr. CRIPPEN. I don’t know, Congressman. Again, the economics
profession has a lot of suggestions, but no conclusions, about how
one would best promote economic growth at this point. It may not
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be that paying down debt is the ideal policy if we maintain growth
at this fairly anemic rate. You may want——

Mr. SPRATT. If we have a true recession or a deeper recession——
Mr. CRIPPEN. Or if we don’t recover much. I mean, 2 percent real

growth is as close to recession as you would ever want to be with-
out getting there. So it may be that the Congress would want an-
other policy. Rather than paying down debt by $150 billion, you
might want a policy that didn’t pay it down as much and perhaps
spent more or did other things to help boost the economy.

Mr. SPRATT. Let me go back to the chart here, which basically
lays out the budget as you see it. The point I was making earlier
is we have got two phenomena here side by side. In the near term
we have a cyclical downturn in the budget. It is not the entire ef-
fect, obviously, by OMB’s calculations. Using their numbers, it is
just 38 percent of it, but basically in the year 2002, 2003, we pull
out of this slump, return to a fairly significant rate of growth. You
have 2.6 percent. They have 3.2 percent. The economy starts chug-
ging along then, but we still see some degradation in the bottom
line for a number of years to come, at least on the on-budget sur-
plus and the on-budget surplus excluding Medicare Trust Fund.
Would you agree these are two distinct problems?

Mr. CRIPPEN. Yes. Absolutely. Well, they are distinct in the nu-
merical formulation of them. They are not distinct in that they are
both a function of economic growth, that is, or lack of it. The more
we can grow the economy, the better our forecast will look next
year and in 10 years, and the better this fraction will look in 30
years. So in that sense they are related, but as our cover shows on
the report, if the definition of the problem is diminution of sur-
pluses, then clearly in the short run, over the next few years, the
economy has the biggest effect. In the long run it is legislation that
has passed, the tax bill and others, that has changed the outlook
for the surplus.

Mr. SPRATT. Your total estimate of the economic and technical
factors since January comes to about $250 billion over 10 years?

Mr. CRIPPEN. Over the 10 years it is about 20 percent. In fact,
I think Chairman Conrad said yesterday that 21 percent of the
change in the outlook comes from the change in our economics. In
the short run, next year, as I said, if you adjust the corporate pay-
ment back to where it was supposed to be or should have been or
was, you then get about half of the change, 40 billion, due to eco-
nomics and 40 due to the——

Mr. SPRATT. And the balance, the rest of the change, comes from
enacting policy changes, namely the tax cut?

Mr. CRIPPEN. The tax cut, the supplemental appropriation that
has been enacted, adds about $80 billion over that time period.
There are a smattering of other spending. There is outlays in the
tax bill as well, refundable tax credits and the change in debt serv-
ice, that is 80 percent of the change over the next 10 years.

Mr. SPRATT. Thank you very much.
Mr. HASTINGS. Thank you, Mr. Chairman. I walked in just when

Chairman Nussle was asking you about the areas that you differed,
and I heard—let me make sure I get this correct—that you differ
in the short-term economic recovery, OMB is different than you
are, and in the long-term economic growth; is that correct?
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Mr. CRIPPEN. That is right.
Mr. HASTINGS. Both of those affect revenues primarily; is that

correct?
Mr. CRIPPEN. Yes.
Mr. HASTINGS. How much? Give a percentage of when you talk

about—maybe I should ask it this way: When you build in those
two, economic recovery and the long-term economic growth, how do
you factor spending into that, or can you factor spending into that?

Mr. CRIPPEN. I am not sure. There are certainly some spending
programs that are affected by the economy, unemployment com-
pensation, for instance.

Mr. HASTINGS. Let me put it this way: Another difference be-
tween—you may have said this in your opening remarks, and Di-
rector Daniels alluded to it, but they are basing their—the reve-
nues that you both have are essentially the same. The difference
is in the spending side. The reason why, and, again, correct me if
I am wrong, is because you take current policy today and extrapo-
late that to the future, correct?

Mr. CRIPPEN. That is right.
Mr. HASTINGS. OMB in their projections look at some policy

changes that they are suggesting, making the supposition, that the
Congress will make some of those changes that they want, and,
therefore, you will have a different spending level. Is that essen-
tially correct?

Mr. CRIPPEN. The primary difference between us and OMB, Con-
gressman, in spending over the 10 years is not so much the discre-
tionary baseline, which I think is what you are alluding to, but
more the Medicare spending. We are assuming that Medicare is
going to grow faster than OMB assumes.

Mr. HASTINGS. You are also assuming that Medicare will grow
under current policy.

Mr. CRIPPEN. Right.
Mr. HASTINGS. You are not taking into consideration some

changes that the Congress may or may not change. The President,
of course, has strongly suggested and a lot of Members of Congress
have suggested that we need to make some changes. That is true
with Social Security, too, by the way.

Mr. CRIPPEN. Correct.
Mr. HASTINGS. So I guess what I am getting at is that the notion

that one Congress cannot bind another Congress, although we re-
spect policies that prior Congresses have made, and if people want
to change them, we will change them, but I think there is certainly
a growing awareness around the country that Social Security needs
to be changed, and, in fact, it was part of a Presidential campaign
for the first time I have ever heard, and as a result there is a blue
ribbon commission that is going to have a recommendation. And
Medicare, there was a blue ribbon commission that existed a couple
years ago, and nothing has happened.

The point I am making is awareness is out there that some of
these programs need to be changed, and that can affect in the long
term then the spending that you would project as to what the de-
mands are in the future; is that correct?

Mr. CRIPPEN. Absolutely. You have given me an opening here to
say one of the things that I would have said if I read my opening
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statement. That is our numbers, our baseline, is predicated on a
whole set of rules that we generally follow, but it is not, to be sure,
a prediction of what the next 10 years will be. In some ways it is
artificial. Saying this is the equivalent of an assumption that Con-
gress won’t meet for 10 years or that we will have no change in
policies for 10 years, which is obviously not going to happen.

So this is not, strictly speaking, predictions of outcomes. It is the
best estimate we have of what the current law would produce.

Mr. HASTINGS. Right. That is the point that I think needs to be
emphasized.

I find it remarkable that your numbers and OMB numbers on
revenue projections in the short term were virtually identical. They
may change for those reasons that you said, but any time that you
try to estimate revenues beyond 1 year, it is a very inexact science.
I think everybody would acknowledge that. It is especially true
when you are trying to estimate what expenditures would be, be-
cause there are going to be some changes in policies, and we don’t
know. It has been alluded to on some other policies that have
passed out of committees. Those haven’t passed the full Congress
yet. They haven’t been signed into law, and there may be some
changes as we go down the line on that, but I want to make the
distinction that from a revenue projection standpoint, you are pret-
ty much on line. You obviously differ with OMB simply because you
are dealing with the status quo on spending, and there are cer-
tainly some people that want to change some of the programs that
will affect that spending. Is that a fair analysis of——

Mr. CRIPPEN. Yes. The biggest single thing, as you suggested, is
revenues, and the biggest factor is that we are slightly slower and
less optimistic on growth over the next 10 years.

Mr. HASTINGS. What it boils down to, I guess that is the chal-
lenge that the Congress as a whole has. There are some that be-
lieve that government ought not to grow as fast as it had in the
past. I am in that category. There are others that feel that govern-
ment should grow much faster. I think that the good news out of
all this is that if we live within the budget and the revenue that
we have, then our challenge is to obviously prioritize that spending,
which is obviously a challenge every time Congress meets. So
thank you very much.

Mr. BROWN. [Presiding.] Thank you, Doug.
Mr. McDermott.
Mr. MCDERMOTT. Thank you, Mr. Chairman.
Dr. Crippen, you don’t disagree with any of the figures on this

chart, do you?
Mr. CRIPPEN. I don’t think so. I can’t see it, I must confess.
Mr. MCDERMOTT. I thought I would test your eyesight first be-

fore we give you the driver’s test.
Mr. CRIPPEN. OK.
Mr. MCDERMOTT. These were taken right out of your book; so I

think you would stand by them if you could see them. The ques-
tion, then, I have is this: The President in his State of the Union
message said unequivocally, ‘‘To make sure the retirement savings
of America’s seniors are not diverted to any other program, my
budget protects all 2.6 trillion of the Social Security surplus for So-
cial Security and for Social Security alone.’’ now, that is one quote,
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and then yesterday or today actually in the New York Times, the
Congressional Budget Office says that the government will almost
certainly be forced to dip into Social Security revenues later this
year to cover shortfalls created by the sinking economy and by the
$1.3 trillion tax cut that Mr. Bush pushed through the Congress
last year. That reflects, I think, the fact that you show dipping into
the Social Security.

Now, I would like to hear you explain what you will tell Mem-
bers of Congress who are forced in this next election to explain why
the President said one thing and did another. How are they going
to put a positive spin on that? Can you give me a positive spin that
would work?

Mr. CRIPPEN. Fortunately that is not my job, but I will try.
Mr. MCDERMOTT. Remember this is a 30-second commercial.
Mr. CRIPPEN. I don’t know that you can. The $8 billion for this

fiscal year 2001 we are in that we are saying would be across this
line is an estimate as well as the line is an estimate. We are going
to come very close, I think, one way or the other, pretty close, to
being on the line. That is not the Medicare line that some of you
would like to see as well, but certainly on Social Security we are
going to be very close. It is, as I have been saying, $8 out of 2,000,
and these are all estimates, and we won’t know ultimately for sev-
eral months after Treasury finally racks it all up where it all came
out.

Mr. MCDERMOTT. So you would basically be saying, trust us, it
will all work out?

Mr. CRIPPEN. You are very close.
Mr. MCDERMOTT. Do you know how much the people trust the

Congress or the President?
Mr. CRIPPEN. Or our numbers.
Mr. MCDERMOTT. Or your numbers.
Mr. CRIPPEN. It is not so much trust us, it will all work out, but

if that is your objective to be zero or hit this line, you are going
to be very close on one side or the other by a few bucks out of
2,000; so in that sense it is not a big deal.

Mr. MCDERMOTT. We had a little session before this meeting,
and we talked about this, and I asked a question there, and I didn’t
get an answer; so I am asking you how can anybody with a straight
face talk about this situation without talking about the tax extend-
ers? I sit on the Ways and Means Committee. The likelihood of us
not passing that tax extender for research and development, R&D
tax credit, is absolutely zero. That is going to pass. We passed $33
billion for energy of which $9 billion is covered in this budget. The
other 24—where do people think that is going to come from except
from borrowing against these reserves that are sitting in—or they
just won’t say it; is that it?

Mr. CRIPPEN. I don’t know that they have an opinion one way or
the other. Maybe it is just not saying it. Fortunately those of us
who have never been elected to office don’t have to make those de-
cisions, but clearly there are things in the offing that could change
this outlook and could make it worse, as Congressman Spratt has
so eloquently pointed out. Nothing up here is concrete, neither our
forecast nor the future. You don’t have to pass the energy bill——
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Mr. MCDERMOTT. Let me tell you what I think we are going to
pass. That is the farm bill. As I said earlier, I was out in my family
reunion out there and picked up the newspaper in Aurora, Illinois,
and the front page story is that it isn’t going to be a 175 bushels
an acre, it is going to be 125, and the farmers are hurting. So we
are going to have to come up with the money for that farm bill.

I know you guys are more skilled than I am in finding places to
grab a little here and shift a little something here. What kind of
budget gimmicks are—I mean, we grabbed next year’s revenue. So
we are not going to do that, that 30 million or $15 million or how
much advanced corporate taxes. Where are we going to find that
money except in these trust funds?

Mr. CRIPPEN. Fortunately I don’t have to answer that question,
but let me give you an example, which is not a recommendation.
The other day we were looking at the effect of the final regulation
on the current Medicaid—some call it a scam—but how the States
are being over paid. They are paying more to nursing homes for
benefits, and the nursing homes are giving them money back, and
in turn they are collecting more from the Federal Government. De-
spite the regulation and your legislation to try to mitigate that, it
is going to cost the Federal Government 6 or $7 billion a year for
the next 10 years while that goes on; so that alone would be
enough to pay for the farm bill.

Now, that is not the answer to everything that is up there in red
certainly, and we are not here to make policy recommendations,
but there are some things at least that one might look at.

Mr. MCDERMOTT. So you are saying by—overpayment by provid-
ers in Medicare and Medicaid would be places you could find some
of this money?

Mr. CRIPPEN. This one in particular I am alluding to is where the
States have colluded with local governments who are running nurs-
ing facilities and inflated the payments that the Federal Govern-
ment is giving to the States.

Mr. MCDERMOTT. ‘‘colluded’’ is a pretty strong word.
Mr. CRIPPEN. It is probably justified in this case because it is

pretty deliberate.
Mr. MCDERMOTT. Would it be Justice Department action, do you

think?
Mr. CRIPPEN. I don’t know about that. It is probably within the

guidelines of current payment policy. It is just a loophole that they
are exploiting. That is not a solution to the overall problem you
cite, but there are potentially things one could look at, and some
of them in your committees.

Mr. MCDERMOTT. I bet you are looking forward in the next 3
months to figure out how we do it, right?

Mr. CRIPPEN. Absolutely.
Mr. MCDERMOTT. Thank you very much.
Mr. BROWN. Thank you.
Mr. Bentsen.
Mr. BENTSEN. Thank you, Mr. Chairman.
Dr. Crippen, the one chart I wish we had here and we don’t, but

I think it is the best chart you all publish, and that fishtail or that
fan chart you had back in February or January that showed where
the surplus can go to the good or the bad, because I have to say,
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even though I haven’t always agreed with all of your analyses, that
I think the CBO has gone out of its way to qualify its statements
and to qualify its assumptions. In fact, I think you all said that
when we were looking at the 10-year projections earlier this year,
that you said there was a short-term margin of error of something
like 1 percent or .9 percent of GDP plus or minus 50 percent over
the 1-year period and 2 percent of GDP over the 5-year period, and
you weren’t willing to make the bet for the 10-year period, and you
at least have been proven out that you all are sufficiently risk-
averse in that regard.

I want to go back to your conversation with Mr. McDermott, and
you made a comment, a very telling comment, and this isn’t di-
rected at you, about saying that we are not elected, you being the
CBO. We are elected. All of us are elected, and the President is
elected as well. And we go out and we run our campaigns, and we
talk to our constituents and the people that we would like to hire
us so that they could be our constituents, and we make promises
to them, and we make promises about what we are going to do,
what taxes we are going to cut, what spending programs we are
going to enact, what sacred cows we are going to protect.

The President is in this as much as the Congress is in this. In
the last election round, everybody went out and said, yes, we can
cut taxes; and they said, we can have a prescription drug program;
and they said, we can increase defense spending; and we can take
care of the agriculture sector of this economy and are going to in-
crease the amount of education because we think that is important;
and we are going to protect the Social Security and the Medicare
Trust Funds and put those off limits. We are going to make it all
work out and still have something left over to show for it.

In fact, now we know that you all are correct in saying, be very
careful on using those long-term assumptions, because they may
not turn out that way. What is most frustrating to me about this
whole situation is the fact that the administration can go out there
and make these promises and then, when they can’t pay for the
promises, they come back and they point their finger at Congress
and they say it is Congress that has to keep a lid on the spending,
when most of the spending that is being asked for is by the admin-
istration.

The President was the one who went out there on the campaign,
and the President is the one who came up here to Capitol Hill and
said we can have all of those programs. Now his numbers don’t add
up and now we are being told, well, if you use our numbers maybe
it will work. But using your numbers, which, as you know, we have
had many fights over whether to use CBO or not. If we use CBO
as the arbiter, we see—or I can see—just barely, that if you add
the President’s own requests in there, the numbers don’t add up.

Now, you got into some macroeconomic issues as it relates to the
trust funds and the question of does it really matter if we spend
the Medicare surplus or the Social Security surplus? The impres-
sion we got from Mr. Daniels today was: It really doesn’t matter.
It doesn’t matter really at all, and the fact is we are still running
these surpluses.

You made comment that it—whether there was money there or
not, when one comes to the Treasury window with the bond from
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the Medicare Trust Fund, the HI Trust Fund, or the Social Secu-
rity Trust Fund, Treasury still has to figure out a way to come up
with that money and they have basically three options. I don’t dis-
agree with that one bit.

Isn’t it true that it is a question as to how much outstanding
debt there is that a nation has, that that has an effect on the na-
tion’s and its economy’s ability to redeem that bond?

So given the fact that, rather than using the surpluses to pay
down public debt, we in effect are borrowing, because we know at
some point the trust funds will have to be redeemed. If we have
a higher level of public debt than we otherwise would have had we
paid down the debt, we are in effect borrowing.

It would appear to me, based upon your mid-session review, that
is what the administrations’s budget does. It is borrowing against
the trust funds to spend today, whether for the tax cut or not.

I look—as I was reading this last night on the plane coming back
into town, in a section entitled The Long-Term Macroeconomic Ef-
fects of the Economic Growth and Tax Relief Reconciliation Act of
2001, and I am not saying these are your words, but your depart-
ment says—talks about effects on national savings.

It says, in contrast, if a tax cut was financed by increasing gov-
ernment borrowing to cover current spending, it goes on to talk
about that, in the future, this would have a negative effect on the
growth and GDP because you would have higher interest costs,
higher debt costs.

Now, in the short run that may not matter, and perhaps that is
what Mr. Daniels is talking about. We have a responsibility, I be-
lieve both us in the Congress as well as the executive branch, to
think not just about the short run but to think about the medium
term and to think about the long run as well.

So I guess my question to you is, is it really an appropriate long-
run policy when we are concerned about whether or not we are
going to be able to sustain that chart, let alone what reforms may
be necessary to do that, that we in effect are increasing the lever-
age, not decreasing the leverage by borrowing to pay for current
spending today?

Mr. CRIPPEN. The totality, I think, of the box you referred to in
this chart and your point is—it is not so much I believe that it is
going to be easier to borrow in the future because we have less
public debt, and we are talking about a few percentage points of
GDP one way or the other—there is certainly, we assume, a limit
to how much a government can borrow, although Japan’s activities
make one wonder what that limit might be. Nonetheless, there is
a limit. It is more important in our view that the paying down of
debt, as you cited from this box, could help economic growth, and
that will therefore help this picture and also help make it easier
to borrow if we get to that point in the future.

What I would suggest is that what side of these lines you are on
by a few billion dollars probably doesn’t matter much. Our conclu-
sion on the economic effect of the tax bill is that some pieces of it
that would probably help economic growth, others might deter it
and, in the net, it would have not much effect at all, in part be-
cause it is small, relative to the economy. That is, we hope and ex-
pect the economy will produce about $150 trillion of goods over the
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next 10 years. This tax cut is about 1 percent of that, $1.35 trillion
or a bigger number if you would like; and so it is relatively small
against that picture as well.

So the effects are going to be relatively minor at this point.
Again, the important thing that I would emphasize is that what we
need to be debating more than which side of these projections we’re
on or how those projections come out is rather what policies might
best help economic growth. I mean, that, of course, in the short run
we have the current downturn which we would like to do some-
thing about if we could, but, in the long run, it is the economy that
is the trust fund for these intergenerational programs.

Mr. BENTSEN. I would hope—I don’t think that either of us would
agree that we would want to mimic the Japanese in their approach
to macroeconomic policies or fiscal policies. At the same time, I
guess I would submit to you that by borrowing today and extending
debt when it is otherwise not necessary, we are—and I think you
all bear this out—we are crimping the ability for sufficient long-
term economic growth to support the very programs that we both
agree can only be supported through faster economic growth.

Mr. CRIPPEN. Again, I would suggest that no one knows what is
the optimum. One might, though, given the current economic weak-
ness not want to pay down more debt. It just may be more
contractionary than would be good for the economy now.

Similarly, there may be policies that the Congress and the gov-
ernment would want to or could pursue that would help economic
growth as much or more than paying down debt. The object, I
would suggest, at least relative to this long-term problem, is not so
much debt per se, but the effects that it can have, as you sug-
gested, on the economy and what other policies you might have as
alternatives.

Spending on education, for example, might be something that
would be worth doing and, indeed, a way to make good on the
promises in the future of those programs by growing the economy.

Mr. BENTSEN. Thank you.
Mr. BROWN. [Presiding.] Mr. Capuano.
Mr. CAPUANO. Thank you, Mr. Chairman.
Mr. Crippen, I have got to go back to that Trust Fund. You gave

three options which I agree with. It ignores the fourth option that
pretty much—for all intents and purposes I look at the Social Secu-
rity Trust Fund or the concept of one as just another pension sys-
tem. It is a different kind of pension system.

Other pension systems are funded at some level of funding,
which it is a legitimate item as to how much it should be funded.
This one is not. It is funded with IOUs.

I would argue that a fourth option should be, when we can afford
it again, all of the caveats that we have said before, to create an
actual cash balance trust fund, knowing that, as Mr. Brown has
said earlier, not saying that the cash would sit there and we debate
later on where it should go, but at the same time have a cash bal-
ance trust fund that would create a fourth option, that I think for
the most part most Americans, including me, number one, thought
we always had and, number two, would like. That makes us more
comfortable with our future and the future of our children.
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So though I respect and agree with you on the three options that
are currently available, I would vehemently argue that you and us
together, that all of us have to start thinking about a fourth option,
as to whether it is worthwhile and how do we get there and what
do we do with it when we are there.

That being the case, I think that turns much of the discussion
we are having right now into a different discussion, one that I
think that the American people in the long run would be happier
about, but that is a political discussion as well.

I also wanted to talk about the comments you made on page 34,
which you just talked about, namely the economic stimulus aspect
of the tax cut we just went through.

It was amazing to me during that debate how many people said
it was an economic stimulus and how few people actually under-
stood what that meant. I actually appreciate the fact that you have
now said that, for all intents and purposes, it is not. It is not a bad
thing. It is not going to hurt the economy. Any impact that it has
is minimal at best.

That being the case, I would also agree with you that any
amounts of money we have, we should—every decision that we
make, other than a few basic government things, should be based
on how do we grow the economy. I would strongly argue that what
we just did with these 1.358, 2.2 trillion—pick the number—would
have been much better used in some other fashion as to have stim-
ulated or at least attempted to stimulate the economy through
things like R&D, through things like any other numbers of things
that are clear—at least clearer, I should say, to being economic
stimulus.

I would hope that you—that your agency, I assume. Will con-
tinue to look at the impacts of this tax cut and tax policy in general
relative to economic stimulus, because it is critically important.

Mr. CRIPPEN. Yes.
Mr. CAPUANO. I want to talk a little bit about a couple of things

that are in your report that I have been very concerned with. Kind
of detailed numbers, I apologize. Number one is the numbers you
have in productivity and the comments you make relative to invest-
ments and the impact that it has on the productivity.

I was a little confused as to whether you thought the productiv-
ity was going in the right direction or not. My concern has been
over the last year almost is that—the lack of investment in soft-
ware and hardware, number one. The drawdown on inventories
with no backup orders to push it is really going to push down fu-
ture productivity.

You say it is going down, but are you still—I guess you said some
changes were made in the last couple of weeks. Do you still feel the
same way?

Mr. CRIPPEN. Yeah. We are still fairly optimistic. We lowered our
trend rate of productivity by two-tenths of a percentage point since
May, in large measure because we see less capital investment, as
you suggested, and therefore productivity won’t grow quite as
quickly.

Certainly there has been an overhang, but we think that it is
going to be worked off in the next year or so, if not sooner. Inven-
tories have drawn down and stabilized. In fact, even in the current
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data it looks like we are having more investment in telecommuni-
cations, for example, than we have had in any year prior to 1999.

Investment is only down considerably based on the last couple of
years. It is not all that comforting, but we still believe that many
of the underlying changes that increased productivity over the last
few years of the 1990’s are going to survive and continue.

As I said in yesterday’s hearing in the Senate, probably the sin-
gle biggest risk to our economic forecast is whether we can con-
tinue to grow in productivity at about two and a half percent, and
we believe that we can.

In the 1960’s and 1970’s, we saw productivity increases much
greater than this. It is only the more anemic growth of the 1970’s
that we are now countering. It is not historically out of bounds to
think that two and a half percent is possible, and given the tech-
nology we believe that it will happen.

Mr. CAPUANO. So I would—well, I am not going to argue with
you. My concern is actually on the document you produced here. I
think those expressed my concerns, is that the numbers are not
now and have been in the last several years—are a little histori-
cally out of whack.

I am not arguing with you. I am not capable of it.
Nonetheless——

Mr. CRIPPEN. That is certainly the biggest risk in our economic
forecast.

Mr. CAPUANO. The only other question I had really had to do
with some real detailed stuff. I was going through the monthly
Treasury statements, and the last one I had is July.

Mr. CRIPPEN. That is always dangerous.
Mr. CAPUANO. It is dangerous, but it also raises some serious

issues to me. The two issues that were most concerning to me,
number one, is the $12.5 billion one-time income on the sale of
electromagnetic spectrum that will not be repeated. Absent that,
there would be no doubt from anybody that we are in deficit right
this minute to a huge tune. Yours would be more than double, and
even the OMB director would be hard pressed to find other gim-
micks to override that. That is a one-time item that is not going
to be repeated. That is of great concern to me.

Mr. CRIPPEN. In fact, may never be realized, because of court
cases. But——

Mr. CAPUANO. Which is—I wonder what will happen with the ac-
counting gimmicks once it is not realized, but that is an argument
for tomorrow.

The other question I have, and I guess today is not the day, but
I do want to ask you or your agency at a later time about the pay-
ments to the Social Security Trust Fund. I mean, this year they are
already down just in July. Just the transfers are down almost a bil-
lion dollars.

It is of concern to me, since the revenues aren’t down and the
payments out aren’t down, but the transfers into the Trust Fund
are down. I guess I wouldn’t normally be concerned, except for the
accounting gimmick that we are going through right now which—
I am not arguing with the gimmick. It is as good as any other gim-
mick. But it is a one-time gimmick that will come back to bite us
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next year. No one wants to talk about it, but it will, because all
gimmicks do.

I am wondering and I am getting concerned that that is not a
similar gimmick, that they are just not going to pay into the fund
to increase this year’s bottom line to make it look better than what
it really is.

I am not asking you to answer that now. I am kind of giving you
warning that I will be asking and hopefully you will be able to edu-
cate me and enlighten me and calm me down a little bit.

Mr. CRIPPEN. I don’t know about the latter, but I will try.
Mr. BROWN. Thank you, Mr. Capuano.
Mr. Crippen, thank you very much for coming. I know this dia-

logue will continue for a period of time. We certainly all would like
to see the economy improve. In fact, I think the stock market is
even down today. We would like to see all of that come about.

I feel good about the tax cut. I have got my $600 check in my
pocket. I am going to try to spend it before the week is up.

I really do believe that—I think your analogy is good. It is only
going to be probably less than 1 percent of the total, you know,
gross national product. So I don’t see how that can cause the deficit
which everybody has talked about.

So I feel very good about it. I believe the economy will be regen-
erated and I think those revenue, you know, expectations will be
met.

I appreciate you coming and sharing your items with us today.
Mr. CRIPPEN. Thank you.
[Whereupon, at 2:15 p.m., the committee was adjourned.]

Æ
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